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In the Record 


The Economy at the Crossroads 


Just how big is the mobilization going to be in the com- 
ing months? The pace of it is what is going to make it easy 
or hard on the American economy, according to Mr. Parker’s 
business highlights article. He believes our economy can 
easily take a $10-billion to $20-billion expansion in its 
stride, which might accommodate the $10 billion the Presi- 
dent initially asked for (in addition to the arms figure in 
the regular budget). But he reminds us that this is only 
the first instalment. And it draws us closer to the point 
where a very small added increase toward fuller mobiliza- 
tion will really crimp civilian business. This statement in- 
volves the use of the multiplier theory that demand will in- 
crease two billion dollars for every billion dollars more spent 
for the services. Mr. Parker’s thoughtful presentation of 
the present situation is worth reading not only once but 
a half a dozen times—for new facets seem to present them- 
selves at each reading. (Page 334.) 


Who Wants Inflation—But How Avoid It? 


Postwar experience makes it clear that inflationary forces 
generated during the war did not spend themselves before 
the end of hostilities. And a very substantial part of this 
war-born inflationary potential is still in existence. 


It is, in fact, easily demonstrated that this potential was 
present and virulent on the day that the Communists 
crossed the thirty-eighth parallel late in June. Its existence, 
indeed its menace, could scarcely fail to render more difficult 
all attempts to finance the Korean war and rearmament 
without inflation. Turn to page 340 for a discussion of some 
of the problems involved in financing our freedom. 


The Good and the Bad of Price Controls 


The Business Record has run four articles in the past year 
on wage and price controls—as they were experienced in 
the last war in Germany, Canada, Great Britain and here. 
In “Can Prices Be Immobilized?” Frank Gaston considers 
the case for and against price controls for the U. S. A. in 
the present instance. He sees a few dangers. For one, the 
more controls work the more suppressed inflation builds up 
—an end no more to be desired, he declares, than is open 
inflation. There are also some difficulties—such as effective 
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control of farm products and hidden price increases through 
quality deterioration, elimination of cheaper lines, short- 
weighting, etc. Mr. Gaston uses charts to show the general 
price movements of commodity groups since 1913 and con- 
cludes his critique of price controls today with a look at the 
current labor supply, present plant capacity, consumer 
buying power, and the size of war spending—and taxes. 


Christmas in July 


The July boom in consumer buying was, of course, set 
off by the news that our troops were landing in Korea. But 
it was not the first noticeable increase of the year. Sales 
had already been running well above a year ago in May 
and June, and the new buying—some of it scare, some of 
it anticipatory—was piled on top of the old. 

The question now is whether sales will revert to May- 
June levels—go higher—or go lower. The answer seems to 
be different for each commodity. Among the factors to 
watch are long-range income, taxation, war production, and 
shortages and prices of basic and essential materials. A 
number of important products and commodities are viewed 
by staff members of the Division of Business Economics 
(page 346). Over-all implications of the 1950 sales rises are 
examined in “Business Highlights” (page 334) . 


Economic Research at Work 


Tue ConFERENCE Boarp recently surveyed the thousand 
largest industrial companies to see how many of them en- 
gage in special economic research. The number that main- 
tain a full-time economist, it found, is increasing. In many 
that do not, some one executive is generally given the re- 
sponsibility, in addition to other functions, of keeping track 
of trends in the industry, the national economy and the 
world economy. The size and complexity of business in a 
violently changing world make it more and more necessary, 
according to many of these companies, to have an economics 
department constantly at work translating all pertinent in- 
formation into concrete company terms. The most common 
matters studied by these full or part-time economists are 
size of inventory to carry, when and how much to expand 
the company’s plant, the pricing of products, effects of 
legislation, and the financial policy the company should pur- 
sue. Several case studies present in some detail the concerns 
of a company economist. (Page 366.) 


Expenditures for national defense 
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S THE second month of the Korean war saw an 
A improvement in United Nations military for- 
tunes, so also stock prices reversed their decline, com- 
modity prices slowed their rise, and the consumer 
buying wave abated (page 346). 

As always in war, economic trends link up inextri- 
cably with military fortunes—just as after the fall of 
France when stocks plummeted and national defense 
started in earnest; as after Corregidor and the Coral 


Sea, when stocks hit bottom and the scope of total 


mobilization was shaped; as after Stalingrad, when 
the pressure for mobilization eased somewhat; and 
after D-Day, when it stepped up again. 

Events abroad, as much as policy making at home, 
may therefore help decide what is still the $64 question 
confronting business and industry: Just how big is 
the mobilization? President Truman’s $10-billion 
figure in his messages to Congress and the nation was 
obviously just the first instalment. Added funds have 
been asked for foreign arms aid, naval aircraft, stock 
piling, atomic work, and the like. That was the pat- 
tern of repeated new requests in the mobilization a 
decade ago. The total for the stepup in arms has 
crossed the $15-billion mark and has been approaching 


For the Chart 


Note: Military expenditures for War and Navy departments, 1939- 
1941; also for Air Force since 1949-1951. Outlays of current 
period charted at double the scale of the prewar period to make 
them roughly comparable with the gross national product, then 
and now; the gross national product now is about double or 
more what it was prewar. Figures are in billions of dollars. 


Source: Treasury Department 
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$20 billion recently—and further requests have been 
forecast for next January. And all this is to go on top 
of the $15 billion or more for defense and related pro- 
grams in the fiscal 1951 budget. 

Bookkeeping differences, uncertainties as to delivery 
schedules, and remaining questions about policy still 
make it difficult to tell just how fast arms outlays 
are slated to step up—and so how heavy may be the 
impact on civilian output, prices, credit, and the like. 
Some of the funds will go for actual spending in the 
next year; some provide contract authority for arms 
output well in the future; some represent mere trans- 
fers from surpluses. 

In case of all-out mobilization for total war, arms 
outlays would shoot up—out of the range of the pres- 
ent picture (see chart). Barring that, part of the arms 
program seems fairly firm. For example, a trebling in 
a year is the rule of thumb for production in the air- 
craft industry and more than $4 billion of new funds 
has been allotted for that. Foreign arms aid has to 
be geared to other nations’ plans and capacities for 
rearmament, and this factor governs the $4 billion 
asked for that purpose. 


SIZE OF ARMED FORCES 


Main area in question is the manpower—and new 
equipment—for our ground and related forces. That 
is where the Russians boast the greatest superiority 
over the West and that is where “police actions” like 
that in Korea make their greatest demands. The pres- 
ent program allows for bringing our previous dozen or 
so divisions up from two thirds to full strength, and 
for adding four or five divisions more. We already 
have had five committed for some time in Korea— 
and Europe has asked for half a dozen more as our 
part in speeding that continent’s defenses. A further 
increase in ground-force programs comparable to that 
under way might raise our strength to two dozen 
divisions or more. 

If something like that came to pass, it might round 
out our defenses to the services’ 1948 program of $30 
billion annually for “balanced defense.” For funds al- 
ready requested in the original 1951 budget, and in 
the stepup since then, add to more than $25 billion 
for United States defenses. On top of the $30 bil- 
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lion, foreign arms and other programs would lift the 
total well over $35 billion. Inclusion of economic aid 
abroad might bring the “cold war” budget near $40 
billion annually. That would involve about a $20- 
billion stepup over original 1951 budgets. 

At the very start of last month, the August Business 
Record hinted that the partial mobilization might in- 
volve more than Mr. Truman’s $10-billion figure— 
and outlined something like the above picture as the 
hypothetical budget for the long pull. 

To the direct impact of arms needs should be added 
“indirect war” demands for industry expansion. Out- 
standing is the freight-car program, which may call 
for trebling the recent rate of deliveries to 10,000 a 
month. Orders for machine tools have also spurted, 
for civilian even more than military industry. Alu- 
minum capacity is slated for expansion. These reper- 
cussions of arms demands tend to spread through 
capital goods generally. They had been running 
around $20 billion annually but are headed higher now. 


HOW FAST WE GET THERE 


More pertinent now than the ultimate scope of this 
partial mobilization is the question of how fast we 
get there. Slowness in procurement delivery is one 
reason to think we may boost arms spending by only 
$1 billion monthly a year from now. But the rise 
can accelerate as mobilization broadens and pressure 
to quicken it increases. If we go by 1940-1941 experi- 
ence—taking war spending proportionate to gross pro- 
duction in dollars, then and now—the rate might rise 
fully $2 billion monthly by a year from now.’ Wash- 
ington’s off-the-record prognostications range between 

1These figures of course exclude the “indirect war” spending of 
private industry for expansion. Even the Army-Navy-Air Force 


totals will not encompass such defense activities as the atomic 
program. 


Korea Drives Spending above Income 
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those figures—closer to a $15 billion-$20 billion range 
—but are nearer the lower one. 

Exact size of the rise in the year may prove crucial 
to business. Only part of the defense stepup will cut 
into the civilian economy—because before Korea we 
had a number of cushions to help absorb it. Hence 
each small added increase in the mobilization now 
sharply aggravates the bite into civilian business. 

For one thing, our economy normally grows 2% or 
3% a year—%5 billion to $8 billion—in the composite 
of plant, labor force and productivity. Under the 
pressure of mobilization it can expand even more rap- 
idly. For another, we still had unemployed 2% of our 
labor force, 4% of our cropland, and much of our 
plant capacity in some industries. Under pressure, 
we can put some men and machines on overtime. 

So, altogether, these factors might expand our na- 
tional output $10 billion to $20 billion in a year—or 
possibly more (at stable pre-Korean prices) . 

Even our booming pre-Korean production held some 
potential margin for defense, strange as it may seem 
by now to say that. Yet that is suggested by analysis 
of some of the recent figures that became available 
only some weeks after the Korean outbreak. Inventor- 
ies, for one, had been rising steadily in 1950, and espe- 
cially rapidly in June, when they went up almost $1 
billion (see chart). Part of the advance may have 
been needed to feed the acceleration in both produc- 
tion and distribution. But there was plainly a margin 
in the rate of production that might be recaptured for 
ultimate output of arms, for expansion, or for consum- 
ers. That may depend on whether inventory controls 
ever prove effective (as they did not in World War I, 
until the Controlled Materials Plan). 


JUNE SPENDING HIGH 


Even retailing was hyperactivated before Korea 
(see page 346). June rates of spending income (after 
taxes) meant a rate of personal savings of only $7 bil- 
lion a year. That was subnormal by $2 billion to $4 
billion a year against any recent postwar comparison 
(see chart)—‘“normal” savings comprising cash in- 
surance premiums, payments on new homes, and the 
like. June’s sales bulge likely reflected some deferred 
spending of veterans’ insurance dividends (whose in- 
clusion in income in the early months of 1950 boosted 
the savings rate temporarily) . 

Then Christmas came in July and sales shot almost 
$1 billion above normal. August sales stayed quite 
high, too, despite some letdown in scare buying and 
durable goods purchases after stocks had been cleaned 
out. In all, summer trade went above normal by per- 
haps $2.5 billion, or about as much as the whole vet- 
erans’ dividend. Savings rates turned negative— 
which means that many shoppers used credit and 
saved-up cash to finance their spending. 

And it is also worth noting that June’s record rate of 
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production was maintained in July and apparently 
bettered in August—and that the flow continued to 
go as before, to the civilian economy. 

All these aggregates give a glimpse of what the 
economy possibly could afford in the way of added 
arms a year from now. Total output can expand by 
ten, twenty, possibly more billions of dollars. And 
even in June there was a margin of five or ten billions 
in rising stocks and overnormal retail sales. Together, 
they have to feed a rise both in arms output and in 
business and consumer demand stimulated by arms 
spending—and if they fall short, the latter must be 
cut. Without controls, total demand might rise by 
about double the stepup in defense outlays them- 
selves.! 

For example, if the arms rise is $12 billion in a year, 
in total demand that might be $24 billion annually. 
Output growth from mid-1950 to mid-1951 might 
barely cover that—or just fall short of covering it. Now 
take into account, however, the tax and credit cuts 
slated: a first tax hike of $5 billion annually soon 
and perhaps another after New Year’s, and curbs to 
cut the current $10-billion annual rate of expansion in 
mortgage and consumer credit. Such curbs might well 
balance out over-all supply and demand in a year, 
assuming the moderate arms stepup and the capacity 
for output expansion indicated. But obviously, if 
defense spending jumps by $24 billion annually in a 
year—and total demand, without controls, by some- 


” 


1This is the famous “multiplier.” The idea simply is that monies 
spent for plants or uniforms in turn become payrolls or profits which 
workers will want to spend for cars or movies, and corporations for 
new machines. The “multiplier” has no fixed or even stable value, 
but many economists regard a “‘multiplier” of two as average and 
that figure has been used in this analysis for illustrative purposes. 


Stocks Gain, Commodities Slow Down 
160 


150 300 


STOCKWPRICES 
INDEX NUMBERS, 1935-39=100 


140 280 


/ 
130 “ COMMODITY ate 
PRICES 


INDEX NUMBERS, AUG.,1939=100 
—— RIGHT SCALE —> 


240 
JAN. FEB. MAR, APR. MAY JUNE JULY AUG. SEPT. 


1950 
Stock price index of 416 stocks; commodity price index of 28 sensitive commodities 
Sources: Standard and Poor’s, Bureau of Labor Statistics 


thing twice that—neither the growth in output nor 
contemplated fiscal curbs together could strike a bal- 
ance against demand. In that event, the civilian 
economy must obviously be cut, and civilian demand 
held strongly in check. 

Such aggregates may mask the real and concrete 
problems that of course crop up. Thus no juggling of 
these “national accounts” will change the fact that 
use of aluminum for aircraft will cut into civilian 
consumption of the light metal. We are bound to 
have numerous such “bottlenecks” in partial mobiliza- 
tion in any case. And some may have complex effects 
on business. For instance, for lack of the extra ben- 
zene needed for the styrene that goes into synthetic 
rubber, nylon production may be hurt, possibly affect- 
ing fashions for women’s hosiery. 


STEEL FOR CIVILIAN USE 


But the logic still applies to the main areas of the 
economy. Take steel, which has been relatively so 
tight. The moderate arms stepup ($1 billion monthly 
in a year) might call for 6% or so more of our steel 
in a year, and indirect needs for freight cars and 
the like an extra 4% or so. Against that added 10% or 
so in demand, there can be some gain in supply. Steel 
capacity is due to expand 3% or more in the next year. 
Some of our output—possibly 5% or 10%—had been 
going into inventory, even in June, to fill out stocks 
depleted in past strikes, preparatory to higher oper- 
ations. 


Inventory Rise Was Accelerating 


ALL BUSINESS INVENTORIES END OF MONTH 


Billions of dollars; seasonally adjusted 
Source: Department of Commerce 


THE CONFERENCE BOARD 


From “Peace” to “War” in Stocks 
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Controls might divert some part of that flow into 
actual consumption next year. Too, steel consumers 
might be able to trim a bit off their use while main- 
taining over-all output. Because of the tightness in 
steel deliveries some metalworking companies already 
are concentrating steel use in products that call for 
more man-hours, in order to maximize profits. 


FACTOR OF UNCERTAINTY 


These figures give at least some idea of how it 
might be possible to fit a moderate arms stepup within 
the economy in the next year. It might be done with- 
out major production cutbacks—though not without 
broad allocations and inventory controls. Naturally, 
the picture would change radically if arms outlays 
stepped up so fast as to boost steel needs, say, to 20% 
of the total. In that case, steel for cars—20% to 25% 
of recent total shipments—would have to be cut sub- 
stantially, because so many industries, like containers 
or capital goods, might be rated “essential.” 

So a great deal depends on just how large and 
how fast the arms stepup runs—within the frame- 
work of the partial mobilization now begun. It is 
mainly because of this uncertainty that there have 
been such widely varying accounts in “tip sheets” 
and elsewhere about prospects for consumer goods. 
Cuts of one third in autos and other durables have 
been widely if not glibly predicted on one side—and 
forecasts of no curtailment at all, at least well into 
1951, have been made on the other. In part, this 
confusion arises from difficulty in translating military 
requirements into bills of materials. Part rests on 
not knowing how effective controls will be on allo- 
cations and inventories. And the biggest part stems 
from uncertainty as to just how hard this mobilization 
will be pressed. 

That decision is up to the men in Washington—and 
in the Kremlin—and in Korea. 

Consumer goods are affected by this uncertainty on 
both the buying and production side. In fact, the re- 
lation is inverse: The more output appears likely to be 
cut back, the more buying is apt to quicken. And 
vice versa. Improvement in the war outlook in Au- 
gust has meant a slowing in trade. 

If the stepup runs nearer $1 billion than $2 billion 
a month in a year, accordingly, consumers’ buying 
fever may cool a lot. (See page 346.) In the case of 
cars, for example, we have only about 17 million 
postwar models in use. Half as many more could be 
made in a year at the August high rate of 8.3 mil- 
lion annually. They would supply many of the owners 
of the 22 million prewar cars in use with the newer 
models they will want sooner or later. In fact, such 
a rate would far top normal sales, since June’s season- 
ally high demand hit a rate of only 7 million, even 
though more were produced and were available. Even 
with outlays up $1 billion monthly—but taxes higher 
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and credit curbed—consumers might not be buying 
that many new cars a year or more from now. And 
if they thought they could get them next spring— 
after so many were already bought this summer— 
their ardor might even cool in the first days of the 
coming fall. Yet a swifter stepup that could mean a 
big cut in assemblies soon and suggest the chance of 
a virtual end of assemblies next year could spur con- 
sumers to swamp the market. 


Timing of the mobilization can be as important as 


its ultimate size. One reason is the growth factor in 
the economy. Another is this factor of potential satu- 
ration of some consumer demand. A third is the value 
of time in getting controls organized so they can yield 
maximum output of end products with a minimum use 
of resources. 


EFFECTS ON STOCKS 


A variety of factors, in short, still becloud the out- 
look, even though the general direction and problems 
of the mobilization are clear enough. Net effects on 
particular industries are especially far from general or 
universal. A glance at the adjoining chart makes that 
plain. Security markets have placed widely varying 
appraisals on earnings prospects since the start of 
mobilization. Changes in stock prices through Au- 
gust 9 ranged from a gain of 21% for woolen goods to 
a drop of 19% for radio broadcasters. 

A few stock groups have followed their expected 
courses in the wake of war news—aircraft and rails ris- 
ing, confectionery and soft drinks declining. But 
some of the shifts may prove harder to explain in any 
offhand way. And a good many of the appraisals 


have been changing in the weekly movements of the 


markets. 

Moreover, stock prices, as one of the money mar- 
kets, may yet have to come to grips with new problems 
of money management in this mobilization. In light 
of the recent spending boom, the taxation problem 
may have to deal as much with controlling spending 
of liquid assets as with offsetting current defense 
spending. 

Money management will also be complicated 
in coming years by the coming to maturity of 
increasing volumes of savings bonds from the last 
war. And the Treasury’s goal of financing a “cheap 
money” mobilization may be a lot more difficult to 
reach after the private debt inflation of recent years 
than it was after the private debt deflation of the 
Thirties. Money in general may well prove a far less 
willing servant of policy than Keynes—and Schacht 
—made it in the Thirties, and than the last war 
proved it in the early Forties. In the end, it may be 
that no problem will prove of more importance to what 
happens in the economy, or to the Republic itself. 


SanFrorp §. PARKER 
Division of Business Economics 


Business Forecasts 


Leon Henderson, director of research, Jewelry Research 
Foundation (in a paper presented before the American 
National Retail Jewelers Association, August 15)—“At 
least $35 billion expenditure [will be required] in the next 
year, of which $20 billion is new. . . . Such a program might 
require 15% of our gross national production. . . . But 
the 15% bite translates into more substantial percent- 
ages of certain materials, and controls are then in order 
because buying power in specific areas is sharply increased. 

. The entire structure of American industry will 
expand. . . . This expansion may prove to be the great- 
est weapon produced. However, when the combined military 
and expansion demand take from 20% to 30% of the na- 
tional economy the necessity for deciding and dividing ma- 
terials will become paramount in an all-out freeze. . . .It’s 
possible to envision an inflationary gap of $30 billion in the 
calendar year of 1951... . The physical supply of practically 
all items of food, metals, fibers and chemicals is adequate 
for an orderly imposition of the new program on a high- 
level civilian production. The recent increase in program 
could mostly be taken care of through expansion and the 
expected increase in imports. 


Automobiles 


Ward’s Reports, Inc. (Ward’s Automotive Reports, 
August 7)—“The course of passenger-car production the 
rest of this year cannot be predicted with any certainty at 
this time. If further military outbreaks like that in Korea 
should occur, there is little doubt that output would be 
restricted at least in some degree in order to permit con- 
centration of industrial effort on production of war mater- 
iel. Barring such a development, it is probable that pas- 
senger-car volume will remain high. It probably will not 
reach again the phenomenal daily rates maintained in June, 
but should stay on the somewhat lower level now in effect. 
. . . Toward the end of the year, allocation . . . might 
interfere with automobile scheduling.” 


Steel 


Iron Age (August 3)—‘“Military steel requirements will 
not be as large as some people had expected. Under the 
regular budget for this year they will take only 1.6% of 
total steel production. The extra $10.5 billion voted for mili- 
tary purposes will add about 3% to 5%, making a total of 
4.6% to 6.6% of total steel output needed for defense. Foreign 
aid programs, including the Marshall Plan and military aid 
program, will require not more than 4%. This means that 
total steel needs for security at home and aid abroad will 
not exceed 11% of total steel production.” 

Steel (August 14) —“Only 5 million tons of finished steel 
will be used a year for defense and Korean purposes if mili- 
tary procurement planning continues at the current leisurely 
pace. .. . It will take at least six months to get into sig- 
nificant production of material to be paid for by the $16.1 


(Continued on page 345) 
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Selected Business Indicators 
(Annual statistics appear in “The Economic Almanac 1950,” pages 38, 39) 


1950 1949 Percentage Change 
Ttem Unit Moy ee 6 Months, 
foe | toy | tot | name | sine gle |i | i 
1950 1950 1950 
race) ee 
ota. GE) ocean oidina exe 1935-39 = 100 199 |r 195 190 187 169 2.1 +17.8 4.4 
Manufacturing (FRB) (S)........ 1935-39 = 100 A 207 |r 203 199 194 175 Le .0 +18.3 ob: i) 
Durable goods (FRB) (S)....... 1935-39 = 100 || p 236 |r 231 229 |r 211 194 +2.2 +21.6 +2.7 
Steel Mer Renrecete sta oldie slat siete e/syisiale « 000 net tons 8,131 |r 8,552 8,213 7,487 6,505 —4.9 +25 .0 +2.4 
ITO seit acct tyare ciao esses 000 net tons 5,633 5,855 5,577 4,601 4,819 -3.8 +16.9 —4.6 
Copper (refined).............. net tons 113,961 112,388 103,293 113,440 92,118 +1.4 +23.7 +19.1 
Lead refined) se.chcl vised cmasles net tons 44,490 48,989 48,196 49,104 45,455 —9.2 -2.1 2.8 
Zine (slab)... Peace IAS tes, i cr een net tons 75,766 79,645 75,877 77,946 73,989 4.9 +2.4 -0.4 
Glass containers.............. 000 gross 9,118 9,377 8,420 8,204 8,036 2.8 +13.5 +14.9 
Lumber Wren rcetabeid tik steve’ iste caie is million bd. ft. 3,579 3,576 3,227 3,091 2,778 +0.1 +28 .8 +21.4 
Machine LOOSE sei iavaniascas ee 1945-47 = 100 90.4 |r 82.5 61.6 75.3 79.0 +9.6 +14.4 -5.1 
Machinery (FRB) meetcbeseees 1935-39=100 || p 264 r 259 Q51 243, 295 +1.9 +17.3 +0.2 
Transportation equip. (FRB). .|| 1935-39 =100 p 279 r 261 225 r 214 240 +6.9 +16.3 +0.8 
Automobiles, factory sales..... units 720,688 575,518 455,193 469,618 493,882 +25 .2 +45 .9 +30.1 
Nondurable goods (FRB) (S)....|| 1935-39 =100 || p 183 181 180 | r 181 161 +1.1 +13.7 +8.4 
AVOGtON FARR eer aS bales 841,227 728,827 711,511 898,228 600,651 +15.4 +40.1 +22.0 
“TO OE aa ee ee ae million pounds n.d. 57.1 }r 48.6 )r 57.4 38.1 +17.5b| +49.9c] +26.1d 
AVON VaINaaane cadens es million pounds 78.4 |/r 76.8 70.2 81.0 56.8 +2.1 +38.0 +31.0 
Food prod., mfd. (FRB) (S)...|| 1935-39 =100 p 164 164 164 166 165 0 —0.6 +0.6 
Chemicals (FRB) (S).. se eeees 1935-39 = 100 || p 261 |r 256 952 Q47 933 +2.0 +12.0 +3.8 
Newsprint, North American. . .|| short tons 529,387 549,656 505,338 532,206 517,460 -3.7 +2.3 +0.4 
[YAS el ig A eicr oeROe Rea % of capacity 103.2 101.8 100.9 102.6 78.6 +1.4 +31.3 +16.3 
EPeCrbOerd sss ..c. scene tas % of capacity 94 91 92 91 75 +3.3 +25 .3 +13.2 
Boots and shoes.............. thous. of pairs n.d. 38,368 |r 38,058 46,496 36,567a +0.80 +4.9¢ +4.1d 
‘ Cigarettes (small Pees isc.. » millions 32,771 |r 32,674 25,829 32,036 32,849 +0.3 —0.2 +1.7 
Mining (FRB) (SR eee. 1935-39 = 100 || p 151 | 7 145 140 144 133 +4.1 +13.5 ee af 
Bituminous coal....... Sea 000 net tons 46,067 |r 45,885 44,792 53,104 35,476 +0.4 +29.9 -10.3 
PATILMEACIUO NM cto d uid zo tone) bates 000 net tons 4,113 4,258 $,355 4,882 3,403 3.4 +20.9 +7.6 
Crude petroleum®............. 000 barrels n.d. 5,143 4,968 4,878 4,97 2a +3.56 +3.4¢ —4 2d 
Electric power*.................5- million kwh 5,991 5,844 5,878 5,954 5,332 +2.5 +12.4 +8.4 
Construction’ Mea stains A aus vaste totaaeiiay as 000 dollars 1,345,463 | 1,347,603 | 1,350,496 | 1,300,201 945,676 0.2 +42 .3 +53 .4 
Heavy engineering—Public* Dele stakes 000 dollars 105,265 109,550 83,796 74,008 91,878 -3.9 +14.6 +20.1 
Heavy engineering—Private®....... 000 dollars 145,613 123,238 137,920 124,683 87,348 +18.2 +66.7 +68.9 
Jistribution and Trade 
Carloadings, total’*............... thousand cars 789.1 TA2.7 718.9 696.4 728.3 —-4.8 
Carloadings, miscellaneous‘*........|| thousand cars 373.0 354.0 358.2 337.9 329.3 +1.0 
Retail trade (NICB) (S)........... 1935-39 = 100 n.d. 327.8 827.7 $20.3 324.1 +0.1d 
Department store sales (S)......... 1935-39 = 100 298 290 292 Q7A 285 -0.6 
Variety store sales (S)............. 1935-39 = 100 224.0 |r 224.0 |r 222.4 222.3 218.0 -0.5 
Rural retail trade (S).............. 1929-31 =100 n.d. 331.7 |r 319.6 315.5 350.8 -4.4d 
Grocery chain store sales (S)’....... 1935-39 = 100 379.0 379.0 |r 378.8}r 377.3 358.4 +2.3 
Magazine advertising linage........ thous. of lines 2,974 3,853 4,482 4,270 2,814 +0.5 
Jommodity Prices 
All commodities (BLS)............ 1926=100 p 157.3 155.9 152.9 152.7 164.5 +0.9 +1.8 2.3 
Raw materials................-. 1926=100 p 167.7 166.3 162.5 162.8 164.5 +0.8 +1.9 -1.8 
Semi-manufactured articles....... 1926=100 p 148.1 145.6 143.9 144.1 146.5 +1.7 +1.1 -6.0 
Manufactured products.......... 1926 =100 p 153.5 152.2 149.4 148.9 150.6 +0.9 +1.9 -2.0 
MATIN) PTOGUCLSS i.cfcteis + <.cle ise. ss 1926 =100 p 165.9 164.7 159.3 159.4 168.8 +0.7 -1.7 -6.0 
MIQOGHM AS aatts, 5 srctscia cee eats saves s 1926 =100 p 162.1 159.9 155.3 155.5 162.4 +1.4 -0.2 -3.6 
Sensitive industrial (NICB)‘....... 1929 =100 157.7 146.6 140.9 139.7 127.1 47.6] +24.1 +4.3 
Sensitive farm (NICB)‘............ 1929 =100 180.4 179.0 169.5 170.0 170.8 +0.8 +5.6 +1.2 
Retail prices.............0.cs0000. 1935-389 = 100 187.5 185.7 184.1 183.8 188.3 +1.0 ~0.4 -2.4 
urities 
Total stock prices (Standard & Poor’s)}) 1935-39 = 100 147.7 146.9 141.8 188.8 112.0 +0.5 +31.9 +20.2 
Industrials...... PIT Bee aycge teas Mae 1935-39 = 100 157.6 156.1 150.0 146.5 117.0 +1.0 +34.7 421.5 
A EITOUGS ety clas ain cusesuete c ghocar 1935-39 = 100 107.1 109.7 109.5 108.5 88.4 2.4 +21.2 +11.2 
BUETITLICS SP eee ate cs a ats bicae cea 1935-39 = 100 111.5 112.8 111.0 109.6 93.0 -1.2 +19.9 +15.8 
Total no.shares traded N.Y.Stock Ex.|| thousands 55,030 56,143 60,680 50,546 24,306 -2.0 +126 .4 +114.7 
Corporate bond yields (Moody’s). . .|| per cent 2.87 2.86 2.84 2.84 3.00 +0.3 4.3 -5.3 
inancial Indicators 
Bank debits, outside New York City§] million dollars 63,321 58,818 54,639 60,903 55,386 +7.7 +14.3 +6.6 
New capital corporate issues........ 000 dollars 597,575 | 427,258 | 346,625 | 366,302 | 1,216,259 +39.9 -50.9 —25.9 
Refunding issues.................. 000 dollars 275,723 244,860 88,856 168,441 30,519 +12.6 +803 .4 +696.0 
Comm.., industrial and agric. loans‘.|| million dollars 13,497 13,376 13,624 13,831 13,349 +0.9 +1.1 -6.0 
Total personal income (S)*......... billion dollars 215.8 |r 214.5 213.8 219.3 205.9 i 8 +3.8 
Money in circulation, end of month.|| million dollars 27,156 27,090 27,048 27,042 27,493 2 


SAdjusted-for season variation 1Shipments 2Consumption; cigarette consumption measured by taxpaid withdrawal 3Average daily 4Average weekly _ 5F. W. Dodge 
ineertng News Record—average weekly 7Grocery and combination chain store sales 8140 centers 9Annual rate aMay, 1949 bPercentage change, April, 1950, to May, 
50  cPercentage change, May, 1949, to May, 1950 _dPercentage change, 5 months 1949 to 5 months 1950 = eEstimated Less than +.05%  n.a.Not available Preliminary 
alue as traffic indicator subject to variations in length of haul and amount loaded rRevised 
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Financing Our Freedom 


Large defense (or war) expenditures must now im- 
pinge upon an already explosive inflationary situation 


OREA may have precipitated the current con- 

troversy between the Treasury and the Federal 
Reserve, but a full explanation of the unprecedented 
state of affairs now existing in the money market must 
go far beyond the developments of the past few 
weeks. 

This is what happened. After the close of the 
market on Friday, August 18, the Secretary of the 
Treasury surprised the financial community with an 
announcement that certificates and bonds called or 
maturing in September and October of this year, 
amounting in all to some $13,570 million, would be 
replaced with 114% thirteen-month notes rather than 
longer-term or higher-yielding obligations as had been 
hoped and, for the most part, expected. Within the 
hour, the Federal Reserve Bank of New York an- 
nounced an increase in its discount rate from 144% 
to 134%, and since that time several of the other Re- 
serve banks have followed suit. A general movement 
toward higher short-term rates throughout the money 
market followed almost at once. The Federal Reserve 
system is apparently taking such steps as are neces- 
sary to insure success of the prospective Treasury of- 
fering, but is at the same time vigorously tightening 
up the short-term money market. 

Thus, so all this is generally interpreted, the Treas- 
ury has expressed its desire, perhaps its demand, that 
short-term money rates be frozen at least for the 
time being at the rates existing on August 18, pre- 
sumably to insure low interest cost to the government. 
Obviously, the Federal Reserve authorities have been 
following a different course. Such a situation is 
unique within the experience of the present money- 
market generation. 


SHARP RISE IN LOANS 


The feverish buying on all sides and the rising 
prices of the past six or eight weeks are common 
knowledge. Fully as disturbing to the Reserve au- 
thorities, but less widely understood perhaps, has 
been the rising volume of commercial bank loans and 
commercial bank investment in municipal securities. 
The relatively sharp rise in consumer loans and in 
commercial, industrial and agricultural loans has been 
seen as having very direct inflationary implications. 
The fact that the commercial banks have been dis- 
posing of substantial blocks of their government ob- 
ligations (mostly shorter-term) has not served to 
quiet the uneasiness of central-bank managers, even 


though this liquidation has been heavy enough to 
keep the total of loans and investments of weekly re- 
porting member banks but little changed since late 
June. 

It may well be questioned, however, whether all 
this would have disturbed Federal Reserve authorities 
nearly as much as it has—possibly not in any serious 
way at all—had it not been for what had occurred 
during World War II and, in particular, the develop- 
ments of the half decade elapsing since V-J day. The 
Board of Governors had given evidence long before 
Korea that it was uneasy about the inflationary poten- 
tial of the situation. The cause of that uneasiness is 
clear from the facts. 


MORE MONEY TO SPEND 


Americans had more money in their pockets and 
in their banks when the Communists crossed the 
thirty-eighth parallel than they had ever had be- 
fore at that time of the year. In fact, they lacked 
but little of having as much as they had ever had 
at any time of the year. The increase during the pre- 
ceding twelve months had been outstanding. 

Moreover, the rate at which money was being used 
just prior to the outbreak in Korea far exceeded that 
of any war year. There, again, a sharp rise had been 
registered in the preceding twelve months. 

The June figure of privately held money supply. 
roughly $170 billion, represents an increase of about 
13% since the end of 1945. Such data as are available 
leave little doubt that the postwar increase has been 
chiefly, if not wholly, in the personal accounts of in- 
dividuals. 

About equally significant is the fact that, during 
this same interval, war savings bonds outstanding 
(almost wholly held personally by individuals) , rose 
from about $44.7 billion to fully $56.6 billion. These 
bonds are convertible at fixed rates, at will of the 
holder, into cash. For that reason it would appeal 
about as logical to include them in total money supply 
as it is to include time deposits. At any rate, they are 
at least quasi money. Add these to the cash holdings 
of individuals, and the increase since 1945 becomes 
even more striking. 

Interest is added to these remarkable statistics by 
certain other facts. During the years in question, in- 
dividuals spent record amounts for all sorts of good: 
and services, including houses, automobiles, house fur- 
nishings, appliances, radios, television sets, as well as 
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the more ephemeral good things of life. Each year 
since 1945, consumption expenditures have exceeded 
those of the previous period. Year after year (with 
only very short-lived interruptions) , funds in record- 
breaking volume have been going into home construc- 
tion. And for most of these years, business quite gen- 
erally has broken records in outlays for new plant 
and equipment. 


AN ENDLESS CHAIN 
This accumulation of funds in the bank at the same 


time that money in unprecedented amounts is being » 


spent is not a species of magic by which the people of 
this country have learned to eat their cake and have 
it too. The fact is that the rate at which individuals 
or businesses spend money does not ordinarily govern 
the amount of money in existence. When an indi- 
vidual or a business enterprise “spends” money, the 
funds are usually merely passed from one individual 
or business to another. Even when government bonds 
are purchased, the Treasury, unless it is accumulating 
funds in its cash balance (which it is not ordinarily 
doing), soon passes the funds received back to pri- 
vate hands. Usually, it is only when the individual 
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or the business enterprise uses its funds to repay loans 
at the bank or buy some asset from a bank that its 
spending affects the supply of privately owned money. 
Even then, the total supply is affected only by the net 
result of all such transactions. Repayments to banks 
may be offset, or more than offset, by borrowings from 
the banks. In general, the same may be said of the 
purchase of assets from banks or the sale of assets 
to banks. 

Now it so happens that total loans and investments 
of all commercial banks were only slightly lower at 
the middle of this year than they were at the end of 
1945. The so-called earnings assets of the Federal Re- 
serve banks declined more substantially. There was, 
however, a $4.2 billion increase in the monetary gold 
stock of the country, and the decline in the invest- 
ments of commercial banks from the end of 1945 to 
June 30 of this year contains a deceptive element. 
During 1946, the Federal Government retired large 
blocks of its securities held by the banks by drawing 
on a very large store of cash in the form of inactive 
deposits accumulated as a safety measure during the 
war. Since the funds employed in this transaction 
were not in the privately owned money supply, their 


Bank Loans on Sharp Postwar Rise 
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employment for reduction in debt owed the banks 
did not directly affect the privately held money sup- 
ply. Actually, during that year of 1946, total loans 
and investments of commercial banks declined about 
$10 billion while privately owned money increased by 
roughly $13.2 billion—a result in part of the fact 
that some of the debt redeemed was nonbank owned. 
From the end of 1946 to the middle of this year, com- 
mercial banks increased their loans to private borrow- 
ers by about $13.7 billion, and the public in effect ab- 
sorbed only about $4.4 billion in governments for- 
merly held by the commerical banks and the Federal 
Reserve banks. 


POSTWAR SPENDING RATE UP 


However, the drastic price increases that have oc- 
curred during the postwar years (see charts on page 
344), and that have from time to time threatened to 
get out of hand, are not wholly due to the increase in 
money supply. The rate at which existing funds were 
employed has also been a vital factor. After all, the 
big increase in the privately owned money supply oc- 
curred during the war, not after it—$87.5 billion 
against $19.5 billion. Moreover, that part of the 
money supply which consists of currency and demand 
deposits—the part which is ordinarily in day-to-day 
use—is not now much greater than it was at the end 
of 1946. The significant increase since 1946—some 
$5.7 billion—has occurred in time deposits, the $2.7 
billion increase in demand deposits being almost 
wholly canceled out by a decline in currency in the 
hands of the general public. 

The more active use of funds has been reflected in 


the demand deposit turnover since the close of the 


war—which reached an all-time low of 13.5 in 19465. 
Funds that had been accumulated in checking ac- 
counts of the country had been allowed, in a degree 
never before known, to lie idle during the war. The 
fact that many types of goods wanted by the rank 
and file of the people were not available, or available 
only in limited amounts, is doubtless in large part re- 
sponsible. The inflationary funds stemming from 
war finance were being held in readiness for use when 
it was again possible to buy automobiles, refriger- 
ators, washing machines, homes and thousands of 
other items freely. 

As had been expected, consumers promptly began 
to make use of these idle funds starting in 1946, when 
they were able to buy what they had been saving 
their funds for. Thus the turnover rate of demand de- 
posits in all commercial banks rose to 14.9 in 1946, to 
17.5 in 1947, and to 19.3 in 1948. There was a slight 
reduction in activity in 1949, but while precisely com- 
parable figures for the later months of the first half 
of this year are not to be had, there is good reason to 
believe that the over-all rate of turnover of demand 
deposits by June of this year had reached, if not sur- 


passed, the previous postwar peak of 1948. That peak, 
however, was well below the prewar average. 

So much for the broad postwar money market 
trends. Certain cyclical developments are also of 
prime significance. It so happens that the outbreak 
in Korea late in June found the American economy 
on a definite upswing that had its roots, or at all 
events its counterpart, in the money market. By the 
middle of 1949, a downswing had taken privately held 
demand deposits down to $81.9 billion—from $82.7 
billion a year earlier. On June 30, 1950, they stood 
at about $86 billion, an all-time high for this time of 
the year. Only about $.6 billion of this $4.1-billion 
increase was offset by return of currency from non- 
bank holders. A continued rise in time deposits, 
mostly in mutual savings banks, attested to a per- 
sistent tendency on the part of the rank and file to 
set aside a part of their income in the form of bank 
deposits drawing interest, but the increasing volume 
of demand deposits plus a rising rate of turnover bore 
witness to a rising volume of current transactions. 

This expansion in money supply had its roots in 
rising trends in virtually all types of earning assets. 
Loans of all commercial banks increased about $3.8 
billion. It is about this growth of bank credit and 
the accompanying expansion in holdings of municipal 
obligations that much has been heard of late, but the 
fact is that the commercial banks of the country added 
about $3.2 billion to their portfolios of government 
obligations during the same period. They added about 
$1.7 billion to their holdings of other securities, chiefly 
municipal bonds. So far as may be determined from 
data at hand, the increase in loans has featured real- 
estate and consumer loans, although loans for pur- 
chasing and carrying securities have been growing 
substantially. 

An added feature of the money market at the end 
of June was the fact that a cash surplus of the Treas- 
ury had turned into a cash deficit, with a resulting 
necessity of borrowing. However, the amounts in- 
volved were not very large, and, with improving busi- 
ness, estimates of the deficit had been on the decline 
for some months. An increase in the weekly offering 
of bills seemed to be about all that would be required 
in the way of new financing, at least for the present. 
A slow loss of gold during the earlier months of the 
year appeared to have come to an end by midyear. 


THEN KOREA! 


This, in brief, is the basic situation existing in the 
money market when the Communists launched their 
attack on South Korea late in June. Within a week 
or two an anomaly appeared. The long-term bonds 
of the United States, suddenly plunged into a highly 
threatening situation, were soon in exceptional de- 
mand! A persistent demand of this sort had been in 
evidence for some months past, but the outbreak of 
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hostilities, far from stemming it, actually stimulated 
it. Meanwhile, however, the yield on the shorter- 
term government obligations, notably some of the 
notes, was found increasingly unsatisfactory by the 
market. The Reserve system, under the necessity 
(so it apparently believed) of supporting short-term 
rates, found its sales of long terms to a hungry mar- 
ket were not having their normal constricting effect 
upon member banks’ reserves. To Reserve authorities 
(and indeed to many others), a long-term Treasury 
offering at this time, large enough at least to cover 
September and October requirements in substantial 
part, seemed therefore to be “a natural.” The Treas- 
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ury preferred instead to rely wholly upon thirteen- 
month notes—and this precipitated the existing con- 
flict. 

And what of the broad economic effect of this money 
market maneuvering? A definitive answer to this 
question is not yet possible. Temporary influences 
may be the opposite of long-term consequences. On 
the inflationary side, the Federal Reserve banks, in 
supporting the new Treasury offering, may be unable 
to avoid a sizable increase in outstanding Federal 
Reserve credit, and hence in the so-called credit 
base. They have been disposing of bonds and some of 
their other holdings liberally to avoid this unwanted 


What Banks Put Their Money In 
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expansion, but what the final outcome of these series 
of transactions will be is not yet clear. 

But the Reserve authorities are not defenseless, and 
the Treasury may presently alter its course. Future 
offerings may take the form of longer-term bonds at- 

tractive to nonbank investors who would hold them. 

The Board of Governors of the Federal Reserve Sys- 
tem has authority to raise, within limits, the reserve 
requirements of member banks, and could, by doing 
so, offset a very substantial rise in the earnings assets 
of Reserve banks. 


POLITICS BECLOUD FUTURE 


Other powers are being sought and may be granted. 
Without full support from the Reserve system it is 
doubtful whether the Treasury will again undertake 
large-scale financing in the short-term market. 

Political factors are involved, however, and when 
that is true any judgment of the future must be 
reached with substantial reservations. 


FREDERICK W. JONES 


Division of Business Economics 


Forecasts 
(Continued from page 338) 


billion asked by Congress. . . . The 3 million tons in excess 
of the usual annual military consumption of steel may come 
from expanded facilities that the steel industry now is 
building. . . . By the end of 1952, expansion programs in 
progress or planned will boost the United States steelmaking 
potential by 6,363,000 tons over what it was January 1.” 

Irving S. Olds, chairman, United States Steel Corporation 
(The U. S. Steel Quarterly, August, 1950) —“The American 
steel industry is more than capable of fully meeting what- 
ever the defense or war needs of the United States may 
prove to be. . . . The huge steel capacity of this country ... 
makes possible today’s production at the annual rate of 
11 million tons more than the industry produced in 1944.” 


Power 


L. V. Sutton, president, Edison Electric Institute (press 
release of a report to W. Stuart Symington, August 14) — 
“There will be plenty of power to meet the needs of the 
country... . This year .. . the electric industry will have 
a total generating capability of 67.5 million kilowatts, which 
is nearly double what it had at the beginning of 1941. The 
current utility construction program will add another 12 
million kilowatts of generating capacity by the end of 
1952. . . . This year reserves total 9 million kilowatts. They 
can, if necessary, generate more than 50 billion kilowatt- 
hours a year. A greater use of operating capacity through 
second- and third-shift operation of industry would make 
available at least another 50 billion kilowatt-hours a year. 
This total of more than 100 billion kilowatt-hours a year 
would represent an increase of one third in presently avail- 
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able energy from the resource we now have and would en- 
able us to nearly double our present use of electricity in 
major industries.” 


Petroleum 


Frank M. Porter, president, American Petroleum Insti- 
tute (open letter, August 10) —“In the months immediately 
ahead, with minor dislocations to be expected, we should be 
able to furnish all of the military demands for oil products 
and supply the civilian needs for gasoline and heating oils. 

. Compared to the peak war year of 1945, total United 
States crude oil production capacity has been increased 27%, 
refining capacity has been increased 21%, and proved crude 
oil reserves have been increased 24%.” 

Guaranty Trust Company of New York (The Guaranty 
Survey, July 28) —“Competent opinion is to the effect that 
the United States could fulfil its wartime essential needs for 
liquid fuels. . . . Crude oil reserves within the Western Hem- 
isphere are adequate. . . . Oil-refining capacity, however, 
might be hard pressed to fulfill specialized portions of the 
great demands of a wartime economy.” 

Clothing 

John H. Patterson, economist, National Shoe Manufac- 
turers Association (“Raw Materials and Markets,” Third 
Quarterly Survey, August 1)—“We have enough additional 
hides to make as many shoes for civilians as we made last 
year, and in addition provide the military with 5 million 
or 6 million extra pairs. If raw materials continue to come 
in from abroad at the rate that they have been so far this 
year, we should be able to make 10 million or 12 million 
pairs of additional military footwear. . . . Our supply out- 
look is reasonably good.” 

Max Udell Sons & Co. (Forty-Sizth Open Letier, August 

1)—“Neither wholesale nor retail prices of men’s clothing 
should show any change for some months to come. 
Mill capacity is fully adequate to handle foreseeable ears 
tary needs and clothing manufacturing capacity is likewise 
sufficient in every respect. . . . Increased consumer spending 
on soft goods, including men’s clothing. . . . However, no 
retail selling of boom proportions is looked for in men’s 
clothing. . . . The longer-term outlook is for higher prices, 
unless price controls are instituted.” 


Food 


Bureau of Agricultural Economics (Demand and Price 
Situation, released August 9)—“Supplies of agricultural 
products are likely to be ample for both civilian and military 
requirements. . . . Another year of large farm production is 
in prospect. . . . Supplies of food available to civilians this 
year are expected to continue at about the same high level 
as in the past two years, even allowing for increases in mili- 
tary procurement of food.” 

Bureau of Agricultural Economics (Livestock and Meat 
Situation, released August 4)—“Output of meat .. . will 
increase gradually through the rest of this year... . The 
gain will be in pork .. . and in the better grades of beef. 

. Strengthening consumer demand, due to increased de- 
fense programs, may limit some of the seasonal decline in 
prices associated with increased fall marketings. . . . Total 
production of meat in 1951 probably will be moderately 
more than in 1950.” 
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Fever Chart of Consumer Buying 
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OOM—more boom—then an easing off. That’s 
the capsule story of what’s been happening to 
recent retail sales. 

The rush to buy after the Korean troubles began 
made its full measure of headlines. And well it might 
have. Total July sales spurted $2 billion, or 19%, 
above last year. . 

But sales figures were turning sharply upward as 
early as May, and rose further in June. That was the 
first boom. 

The gain in May and June buying was not so well 
headlined, for it did not take place in a semi-wartime 
context. Nor were there spectacular runs on nylons 
and sugar to spotlight the trend. The lift in sales at 
that time began to change opinions about the business 
outlook for late 1950 and early 1951. Analysts began 
to wonder how long the impetus would last and what 
it implied for the future.” Could the new level of 
sales be sustained? 

After June 26, a new and bigger boom was piled 
on top of the old. This one was no statistician’s secret. 
War news, stories about hoarding and rocketing com- 
modity prices gave it plenty of publicity. And this 
time it wasn’t a steady climb—a new trend to be 
watched in succeeding months. It was a wallop, with 

. weekly department store sales hitting almost 50% 
over last year in mid-July, and reports of increases in 
specific lines ranging from a few per cent to double or 
triple or more. 

Not that everyone bought, or that those who did 

1See Chart Spread, p. 350. 


*See “Business Highlights,” The Business Record, July, 1950, pp. 
250-253. 


New Outlook for 
Retailing 


buy, purchased everything in sight. But evidently 
enough customers, who had plans to purchase some- 
time, stopped considering and started buying. And 
enough hoarders swung into action to help boost sales 
sharply at the outset. They got most of the attention, 
even a Presidential chiding, but over the longer pull 
these panic reactions are only froth on the spending 
wave. 

By the beginning of August, the scramble buying 
was beginning to taper off. Most of the sugar-tire- 
nylon hoarders had retired from the scene. In some 
hard-goods stores, sales tapered because stocks had 
tun down. But buying still remained brisk, with 
most lines continuing to show marked gains over last 
year—although, as before, the size of increases varied 
considerably from item to item. 

Thus current sales levels—despite the letdown from 
the highest boom peaks—reflect both the rise in trade 
during the second quarter and a substantial residue 
of crisis-induced buying. Relatively subdued as they 
are, current seasonally adjusted sales therefore are 
still running perhaps 10% ahead of springtime vol- 
umes, compared with the 13% bulge in July. 

There is some question as to how long present sales 
may hold up. It may turn out that some of the sum- 
mertime boom sales have been borrowed from au- 
tumn and winter trade, particularly in certain lines. 
This possibility appears in the discussion of some of 
the individual items which follow. The general answer 
will depend on the new levels of income and taxes; 
on how the course of war news affects consumers’ ex- 
pectations of shortages and price rises; and on the de- 
velopment of the defense mobilization itself. 

The buying surge has left the situation in the main 
lines as follows. 


Automobiles 


In the first part of the year, sales were running 
along at 5.4 million a year, well over the almost 5 
million reached in 1949. The rate shot to something 
like 7 million in June. 

July sales jumped again—to a rate of 8 million cars 
annually. Not only were the cars made that month 
sold but some of the stock in dealers’ show windows 
and warehouses is now in buyers’ garages. Retail 
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stocks had been declining from February through 
May, when a buildup began to supply demand late 
in the year when model change-overs were slated to 
cut production schedules. On July 1, cars in transit 
and in dealers’ stocks were at a high for the year of 
480,000—but the buying wave has cut into distribu- 
tive stocks since then, and on August 1 they were 
down to 420,000. 

Orders have been pouring in at such a pace that 
some dealers have closed their books for the year, and 
the tight stock situation has spread to all models. 
Dealers have been stepping up their demands on the 
factories and plant order backlogs have pyramided. 

August sales presumably equaled output, too— 
plus possible further inroads on stocks. And despite 
an increasingly tight steel situation, August car out- 
put was expected to be not far from the June record 
figure of 720,000. That should bring the 1950 sales 
totals for June through August alone close to two 
million, which would be about twice that for the year 
to date. 

How long output will continue high is a big ques- 
tion. Model change-overs were slated to slow down 
output in-the last quarter. And steel might be short, 
as defense demands rise. But automakers will seek 
to keep production lines rolling at top speed and arms 
needs may not cut too deeply into assemblies before 
the year end. Although coming months may see some 
curtailment of new-car output, it may be slight. 


NEW FOR OLD 


Then there are questions on the demand side, par- 
ticularly in light of recent boom-on-boom sales levels. 
Total car registrations by the end of August are 
thought to be near 39 million—well above calculated 
“norms.” Car ownership has already spread to 57% 
of spending units, well beyond the 52% a year ago 
and 53% prewar. It is true that only about 17 mil- 
lion were postwar models. There were 22 million 
prewar cars still in use, many of whose owners would 
prefer to replace soon if car output should be cut 
sharply—or ended. However, the current average age 
of cars is about seven years, compared with eight 
years in mid-1949. The average car in use a decade 
ago was five to six years old; but Americans have 
learned to make longer use of better cars, and seven 
years is estimated as the current “norm” comparable 
with prewar. 

Current market questions come down to these: Are 
there many duplicate orders on dealers’ books? Do 
orders represent sales which normally would have been 
spread out but now have simply been bunched up? 
Do they include additional buyers or only would-be 
owners who are protecting their chances? Would price 
changes drop some purchasers out of the market or 
bring still more in? 

Some clues may be found in the used-car market. 
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Most new-car buyers are older-car owners. Record 
buying of the last three months—and the expected 
relatively high output and sales to the year end— 
dumps more and more used cars on the market. If 
the panic buying consists in a want for a new car 
instead of for any car, the price margin between new 
and used cars may tend to widen and trade-in values 
to decline, relatively. That would raise a price barrier 
to new-car buying. So far—amidst the post-Korean 
sales fever—that has not happened yet, and used-car 
prices have been strong. 


Tires 


Following substantial increases in May and June, 
panic buying hit the tire market in July. Unit sales 
ran half or more higher than a year ago, when retail 
volume was quite poor. Retail stocks were greatly 
depleted—popular sizes virtually vanished—and man- 
ufacturers’ inventories were also drawn down. 

Back in June, even though production held at the 
all-time high level reached in May, manufacturers 
had to reduce their stocks by 1.5 million (to 9 million) 
in order to ship a record of more than 5 million re- 
placement tires to dealers. Those shipments were 15% 
more than in May and 42% more than in June, 1949. 
Yet dealers’ stocks were still relatively small when 
war broke out in the Far East. Because of the bur- 
den of excessive inventories last year, dealers in early 
1950 were wary of stocking up on tires lest seasonally 
high summer sales should again be less than expected. 

August tire buying has continued above normal, 
although somewhat lower than July, since remaining 
inventories were inadequate. 

More than 20 million tires—possibly 25 million— 
were evidently bought in the four months May 
through August, the peak selling season. These sales 
compare with a total of factory shipments of replace- 
ment tires of 36 million in all of 1949, and 41 million 
in 1948. Peak replacement volume (over 50 million 
tires a year), occurred in 1946 and 1947. 

Anticipatory buying lifted this summer’s sales well 
above normal. This may mean subnormal purchases 
later on. But even those sales add up to less than 
one new tire for every car over two years old on the 
road (tires generally wear at least two years). At 
least theoretically, then, the hoarding movement 
could continue for some time before the saturation 
point would be reached. 


Household Appliances 


The boom-on-top-of-boom sales pattern shows up 
among refrigerators, washing machines, home freezers, 
vacuum cleaners, stoves, and other major appliances. 
But a post-boom autumn sales letdown may show up 
in those lines. 
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In the first half of 1950, total sales of major appli- 
ances were up about 15% from the first half of 1949. 

When the Korean crisis broke, appliances became 
a major area of anticipatory buying. July spot checks 
of retailers around the country show tremendous in- 
creases over a year ago. The nationwide average may 
well have been over 100% and July figures run to 
the highest dollar volume on record. 

Department stores shared in the increase. Some ap- 
pliance departments reported that sales tripled and 
quadrupled in some weeks of July over last year, and 
this was evidently a major reason why total depart- 
ment store figures jumped so much. Soft-goods sales, 
which make up the bulk of department store business, 
did not show very large increases, but the rise in 
appliance (and radio-television) sales was so great 
that these comparatively minor departments supplied 
most of the boost to total store performance. 

Most customers were reported to have been quite 
selective and on the lookout for brand names, and 
perhaps only bought in advance the goods which they 
were going to buy later on, anyhow. The buying may 
have been bunched instead of spread out over a longer 
period and therefore may represent a borrowing from 
the future. 

This raises a real question about the rate of future 
appliance sales. A main underlying reason for appli- 
ance demand lies in the 1950 housebuilding boom. 
Backlogs of appliance demand built in the last war 
were filled quite a while ago, and appliance buying, 
unlike car purchases, even sagged early in 1949. The 
market for appliances might therefore tend to be 
more stable than for automobiles (backlogs), or tele- 
vision sets (a new product). 


A MORE FIXED DEMAND 


People do not normally switch appliances from 
year to year in response to model changes or because 
trade-in values may be high. Nor do they buy appli- 
ances for speculative purposes—as may be true of au- 
tomobiles at times like the present. Appliance de- 
mand is also more stable than car demand during 
rises and falls of consumer income. 

In August, in any case, appliance buying appar- 
ently slowed down a good deal. In part that may 
be because current retailers’ stocks are now well below 
what they were before the Korean crisis. Shortages 
exist wherever the most intensive buying took hold, 
and wholesalers’ stocks are now generally low. But 
one sign that the storm may have abated is the re- 
port that retailers’ stocks are, on the whole, still in 
fair condition. 

For the future, reports from Washington talk in 
terms of proportionately the same eventual cuts in 
appliance output as in cars and homebuilding. But 
output may stay high in remaining months of this 
year. Meanwhile, price rises averaging 5%, ascribed 


to rising costs of raw materials, parts, and packag- 
ing, have been announced on many lines. 


Radio and Television 


Television dealers were complaining last July be- 
cause the industry’s first summer slump had appeared. 
Not so in 1950. Television, radio and phonograph 
sales were boosted from 40% to 400% above last 
year from section to section and even store to store. 
The rush was greatest in the West, less spectacular 
in the East. 

Even before the Korean outbreak, the Midwest and 
Far West were showing the greatest percentage gains 
in sales of television sets over last year, because the 
eastern market had been exploited prior to 1950 at a 
faster rate than most other sections of the country. 

The nationwide gain was on the average about 
triple that of July, 1949. In July of last year, only 
about 140,000 sets were sold, as compared with this 
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year’s March and April peaks of about 500,000 sets a © 


month. In May and June, sales dipped to 370,000 and 
300,000 TV sets, respectively. Based on the experi- 
ence of last year, July would have been expected to 
run slightly behind June. The spurt in demand en- 
gendered by the Korean outbreak raised sales in July 
well over June, perhaps to 430,000 sets. Expectation 
of a 10% tax on TV sets may also have been a factor. 

Yet, except for those retail shops experiencing the 
severest runs, inventories are in fairly good shape be- 
cause many dealers had been building stocks. Sets 
sold fell off 15% from the first to the second quarter 
of 1950, and production outstripped sales. 

Output in the first half of 1950 matched 1949’s total 
of 3.1 million sets, and makers had planned even higher 


schedules for fall. Despite some speedup in summer | 


assemblies following the Korean troubles, they may 
not make their goals. Tightness in component part 
supply has been evident for some time and may 
worsen as manufacturers gear up to meet military 
demands. Should a continental radar warning net- 
work pass from the proposal to the production stage, 
output schedules may be severely disrupted. 

Even planned output might have put ten million 


sets, at most, in operation by this year-end, possibly — 


half—and most likely less—of the homes that can get 
and afford TV service. At that rate, producers nor- 
mally might have had to think about market satura- 


tion next year and begin planning new models and ~ 


the introduction of color. 

One industry spokesman, however, has already haz- 
arded the guess that output will eventually have to 
be cut 25%—and suggested that producers would 
have to allocate sets. Some price increases have al- 
ready been announced. 

Radio output (including auto radios) was also high 
in the first half. Production was at an annual rate of 


THE CONFERENCE BOARD 


a | 


about 14 million sets. Cutbacks in 1949 proved to 
have been excessive, and 1950 production was there- 
fore stepped up considerably. 


Furniture, Floor Coverings 


These items show a more modest increase. Floor 
coverings, slow in the first quarter, picked up about 
10% over last year in May and June. Furniture 
and bedding sales for the whole first half picked up 
about 10% over last year. 

In July, trade in both rose about 30% or 40% over 
the corresponding 1949 month. These gains were not 
nearly so large as in appliances. Appliance sales, how- 
ever, were running along comparatively better than 
furniture and floor coverings even before the Korean 
crisis. This may be one of the curiosities of retailing, 
in light of the fact that home construction is so im- 
portant an underlying market factor in both cases. 
As regards the more moderate July buying, however, 
production cutbacks are not nearly so threatening in 
these lines as in appliances. 

Despite an August abatement in buying of such 
home furnishings, manufacturers have heavy order 
backlogs, which were rising even during the spring. 
The new situation has even induced carpet and rug 
manufacturers to allocate deliveries because of the 
large orders pouring in. 


Apparel 


Apparel sales have been little affected by the buy- 
ing rush, except for some lingerie items and nylon 
stockings. July sales were roughly up 10% above 
July, 1949, but this is not an impressive gain over last 
year’s depressed levels. Some pickup in business had 
occurred in the second quarter following the slack- 
ness evident since a year previous. 

If income levels keep rising, there may be some ten- 
dency for sales to increase further. But more impor- 
tant than this may be the effect of production cut- 
backs in durables and residential construction, which 
might well lead to increased spending for soft goods 
—particularly clothing. 

Men called up for military service will be out of 
the market--and so may others later as they become 
subject to the draft. ; 

But government orders for military clothing have 
put even more stimulus into the bullish raw wool 
market. Price advances already announced by woolen 
mills indicate that woolen wear will move up in price 
when cloth supplies contracted for in the early months 
of this year are exhausted. 

Advertisements in women’s fashion magazines are 
posting price advances for fall outerwear, and these 


were evidently in process even before the political ° 
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developments. Men’s outerwear already advanced a 
few per cent in the spring. 

What is likely, in any event, are larger inventories 
of clothing at all levels. Revised buying policies are 
already expected to push men’s clothing production to 
capacity levels in the near future. 


Food and Groceries 


© Sugar was probably the commodity hardest hit. Re- 
calling wartime shortages and rationing, many con- 
sumers decided to carry their own inventory. Retail- 
ers and wholesalers put in orders to meet the demand. 
One wholesale grocer reported selling 400% more 
sugar after the Korean incident than he sold before. 
And, judging by trade reports, little or none of the 
hoarding was done by retailers who could not get 
enough to satisfy their customers. 

Shipments in July by primary producers to chain 
and other large retail outlets rose at least 60% over 
a year ago. In earlier months shipments ranged from 
9% below 1949 in January to 22% higher in May, as 
depleted inventories were restored. 

Consumers’ scare buying, on top of normal summer 
increases in use of ice cream and soft drinks, strained 
supply lines. Retailers’ rush orders were at first filled 
from wholesalers’ stocks, in turn putting pressure on 
the primary producers, whose stocks at the end of 
June were a little below last year’s. Because of the 
time required for processing, stocks were depleted all 
down the line by the time the buying movement sub- 
sided. 

World sugar supply is good. Production this crop 
season is up for the fifth consecutive year to an esti- 
mated record high of 38 million short tons—only 1% 
above 1949 but well above 1935-1939 production of 
35 million short tons. 

New supplies available for consumption in the 
United States this year add up to 8,700,000 short tons, 
a million tons more than last year, and well above our 
1941 distribution of 8,140,000 tons. It includes some 
1.2 million tons of surplus crop supplies from Cuba, 
Puerto Rico, Virgin Islands, and Hawaii, plus our 
regular quota of 7.5 million short tons. Normal con- 
sumption is estimated at 7.5 million tons. 

In the last war, civilian consumption fell off some 
20% by 1943 from the very high levels of 1941, and 
almost 30% in 1945 and 1946. Philippine sugar was 
lost—over 10% of our supply. Military demand took 
over 10% more. 

Today our sugar supply is much better assured, 
even in the event of total war. We have a surplus of 
a million tons a year (supply, 8.7 million; usage 7.5 
million) right now. And military demand in the last 
war rose by only a million tons. Meanwhile, Philip- 
pine output is down to only 5% of our supply. But 
near-by Cuban production is almost double what it 
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Actual sales last month rose to 
$12.2 billion, nearing Christmas 
levels of $12.8 billion in 1949 
and $13.1 billion in 1948. But 
July is normally a low sales 
month, so adjusted sales hit 
a new all-time record. 


The gains—in dollars—were 
shared evenly between the dur- 
able and nondurable groups— 
but quite differently among spe- 
cific lines. 


AUTO DEALERS 
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auto buying boomed most— 
way above last year 


Hit Different Lines of Retailing 
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was in the 1930’s, and now accounts for better than 
one third of our total. 


COFFEE;IO0 


@The run on coffee has not been nearly so great as 
that on sugar. Some extra buying did take place, 
but a large part of the increase in coffee roastings re- 
sulted from restocking by wholesalers and retailers 
who had allowed inventories accumulated during the 
price rise last fall to run low. The war news came on 
top of an already tight supply-demand situation at 
distributor levels. 

World coffee supply is strained. World consumption 
last year, in part fed out of stocks, was about 32 mil- 
lion bags. Exportable production for 1950-1951 is 
estimated at about last year’s level of 28 million bags, 
leaving only a minimum carry-over stock of about 
3 million in producing countries. The United States 
is now consuming about 18 million bags, although 
consumption last year totaled about 20 million. As- 
suming other countries’ demand at last year’s level, 
there would seem to be a world shortage of about 4 
million bags. High prices, however, have held de- 
mand down and the actual shortage is much less. 

But continuation of unsettled international condi- 
tions could seriously aggravate the situation. The 
army has already opened bids for coffee, and one 
estimate for annual military demand under present 
conditions is some three quarters of a million bags. At 
the height of the last war, the army took about 3.5 
million bags. In addition, dealers are now eager to 
keep inventories high in anticipation of short supplies 
and higher prices. 

The situation before the last war was considerably 
different. World exportable production greatly ex- 
ceeded demand, and huge stocks were built up. 

No serious shortages occurred during the war. The 
world shortage of shipping facilities, submarine ac- 
tivity and cutbacks in Brazilian production, coupled 
with a drain of more than 10% of supplies going for 
military consumption, cut down civilian supplies 
somewhat. But in only two years (1942 and 1943), 
did civilian consumption fall at all, and then only to 
about 13 pounds per capita from 15.5 pounds in im- 
mediately preceding years. Since then, consumption 
per capita rose to more than 18 pounds in 1949. 


FA ho, SUPPLY SUARGE 


e@ There was some stampede buying of soap and soap 
products, but it was spotty. One of the largest soap 
producers reported consumer buying up to about 
double normal, but accounts vary. 

Supplies of basic fats and oils for soap are large— 
larger than a decade ago. Domestic output of inedible 
tallow and greases has almost doubled over prewar 
and this year’s production is expected to top last 
year’s. Imported fats and oils—65% from the Far 


East, including increasing shipments of copra and 
coconut oils important for soap quality—therefore now - 
comprise only about one fifth of industrial use of oils 
instead of more than two fifths, as in prewar. Largely 
because of the tremendous growth in use of synthetic © 
detergents, wholesale soap sales fell approximately — 
10% in the first half of 1950. Substantial domestic sur- 
pluses of both tallow and greases and coconut oils — 
have accordingly accumulated and so exports have ex- — 
panded (whereas we used to be a net importer before 
the war). 

@Canned meat was another food product affected by — 
consumer fear of rationing and high prices. But the © 
rush did not last long. Retailers are well stocked up 
now, and, with shelves full, consumer buying has 
let up. 

In the summer, canned meats normally move better 
than at other times of the year, particularly luncheon 
and picnic preparations, and the sudden demand was 
piled on top this normal bulge. In addition, because 
fresh meat supplies are lower in summer—and higher 
priced—canned varieties are in more demand. 

The run on other groceries was not too serious. 

* * * 


In the first six months of the year, sales of food 
stores were running at about last year’s level. In 
July total dollars of food sales rose almost 10% over 
a year ago and 8% over June. Higher prices made 
up part of the rise. Only a few products were bought 
in large quantities, but some tie-in selling resulted. 

Food hoarding subsided in August almost as quickly 
as it had gained momentum a month before. 


Financing New Business 


“Tt is estimated that all manufacturers starting operations — 
in the three years 1946 through 1948 transferred more than 
$1.2 billion of their accumulated personal savings into 
assets of their businesses. Approximately $550 million of 
this investment was channeled into new corporations in the 
form of stock subscriptions by officers and directors. The 
remainder represented the personal savings of noncorporate 
entrepreneurs. 

“Thus, with the over $4.4 billion of personal savings in- 
vested in new trade firms, about $5.6 billion of the $8.5 
billion total capital requirements of new manufacturing and 
trade firms in the three postwar years was met by the past 
savings of the entrepreneurs themselves. Additional stock 
subscriptions by parent or affiliated companies and the 
general public brought the total equity capital initially 
invested to about $5.8 billion. Of this amount, $4.8 billion 
went into noncorporate enterprises and $1.0 billion into 
corporate concerns. In addition, these new firms provided 
direct investment outlets for other individuals’ savings— 
mostly in the form of personal loans and, to a much lesser 
extent, in new issues of bonds.”—Source: Survey of Current 
Business, April, 1950, p. 12. 
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in Mobilizing Our Resources 


Can Prices Be Immobilized? 


Price controls as a cure for inflation present some 
problems generally overlooked 


RICE CONTROL was not one of the controls 

recommended by President Truman in his address 
to Congress on July 19. He made it clear, however, 
that he would not hesitate to recommend such legis- 
lation if it proved necessary. The Defense Production 
Act of 1950 as introduced contained no provision for 
wage and price control. 

Under what conditions the President would deem it 
necessary to reinstate price controls is not known. 
Prices have taken a sharp upward turn, however, and 
consumer buying of some items, such as sugar, ny- 
lons and automobiles, assumed at one time almost 
panic proportions. It is probably safe to say that con- 
trols will be reimposed if such prices continue to rise, 
and if consumer buying continues at high rates. Even 
before the President requests price and wage control 
on his own, Congress seems disposed to give him such 
powers. The testimony of Bernard Baruch before the 
Senate Banking Committee is generally credited with 
having brought about this attitude of Congress. 

According to press reports, the President has al- 
ready been urged by government advisers to roll back 


Imported Goods Prices Soared 
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prices of key commodities to June 25 levels.1 Justifica- 
tion for the rollback is found in the fact that rearma- 
ment at current prices would cost the government 
10% more than would have been the case when hos- 
tilities first broke out in Korea. 

Price movements since the start of the Korean hos- 
tilities are shown below (see also chart). The table 
lists prices in primary markets on August 23 and 
August 28 (May 24-June 23 average=100) : 


maportsya tied a ou enters Sis tirteshes 128.4 129.2 
Domestic production ............. 113.1 114.1 
Domestic agriculture.............. 108.8 110.2 
Koodstuiisia os tamer acre stone 110.2 111.0 
Raw industrial materials.......... 123.0 1OSa7 


The unwillingness of the President to ask for more 
controls now, but accepting them if thrust upon him 
by Congress, contrasts sharply with the recommenda- 
tions made by him more than a year and a half ago.” 
The Defense Production Act of 1950, as approved by 
the House and Senate, and now? in committee to iron 
out differences, would give the President authority 
to institute controls over prices and wages, but it 
would not compel him to do so. He could, if he chose, 
first attempt to promote voluntary cooperation with 
business, labor, agriculture and consumers to restrain 
price increases. Where voluntary cooperative action 
was not successful, the President would have the 
authority to impose and enforce price and wage ceil- 
ings. The House bill provides for selective price and 
wage controls; the Senate bill for general ae control 
and simultaneous wage control. 

Certain minimums would be set for wages and 
salaries and for agricultural products below which 
ceilings could not be set. In the case of wages and 
salaries, ceilings could not be set below the levels of 
May 24 to June 24, 1950. Ceiling prices on agricul- 
tural products could not be set below the higher of 
(1) the parity price as determined by the Secretary 
of Agriculture and (2) the average price received by 
producers on June 15, 1950. 


1See “ ‘Rollback’ in Prices to June 25th Is Urged,” The New York 
Times, July 19, 1950, p. 1. 

2T recommend that selective price control authority should 
promptly be made available to the government. . .. I have not earlier 
and do not now propose general or over-all price control of the war- 
time variety. . Sharp rises in the prices of essential products may 
be harmful to the economy even when the general price level is 
fairly stable. Further, we cannot be certain that another upsurge 
of general inflation will not reappear this year under the composite 
pressures which are at work throughout the economy.” (See “The 
Economic Report of the President,” January, 1949, pp. 12-13.) 

3As of August 30, 1950. 
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Raw Material Markets Became Superactive 


5 


Index numbers: 1939=100 
Source: Bureau of Labor Statistics 


Wholesale prices today are approximately at the 
level of 1920, the period of inflation following World 
War I. They are considerably above the level of 1941 
and 1942, the period of initial price setting in World 
War II. It is impossible to say at what level prices 
will be controlled, if at all. But the freeze, if it comes, 
must take into consideration the period from May 24 
to June 24, 1950, according to the bill before Congress. 
The charts on this and the accompanying page show 
the level and relationship of certain prices that may be 
of critical importance in the period ahead. 

One wartime heritage that is still contained in 
today’s price structure is the fact that, compared 
with 1939, the level of raw material prices is much 
higher than manufactured prices. Thus the manu- 
facturer has a smaller margin between his raw ma- 
terial prices and his finished goods price. Part of the 
rise in the raw material index, however, is the result 
of increases in prices of farm products that do not go 
through the hands of manufacturers. 

The chart on the next page shows the relatively 
greater rise that has taken place in farm prices since 
1939. Nonfarm prices have gone up the least. Price 
ceilings now would mean that they would be imposed 
upon farm and food prices that are near their all- 
time high reached in 1948. 


CREATES OTHER PROBLEMS 
The problems that price control bring have led 
Many economists to counsel its avoidance except 
under unusual circumstances. One of them believes: 
“Most economists . . . would agree that resort to 
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price control and rationing is to be avoided if at all 
possible. As compared wth the indirect controls of fis- 
cal and monetary policy, price control and rationing are 
likely to be more expensive to administer and enforce; 
they are regarded as infringing upon the freedom of the 
individual to a greater extent and as more subject to 
abuse by the bureaucracy; they seriously impair the use- 
fulness of the price system as a guide to production in 
the civilian sector and as an automatic rationing device; 
and they are likely to have more serious postwar conse- 
quences for the economy. Although it is possible to 
imagine circumstances under which some of these disad- 
vantages of direct controls would be equally present in 
the case of fiscal and monetary policy, these circumstances 
would be extreme ones. In general, there is a strong pre- 
sumption on economic and political grounds against the 
use of price control and rationing. Those economists 
who fought and bled for OPA would, I believe, be in the 
forefront of the supporters of that position.” 


Price control may impose some restraint on price 
rises, but it will not end price increases. Instead of 
price changes in response to demand and supply con- 
ditions, the changes will come by administration. If 
a freeze technique is adopted, as has been suggested 
in recent proposals, problems of adjustment will in- 
evitably arise in the future. Some elements of cost 
always escape control. 

Under the amended bill now in the hands of a 
Senate-House committee, wages and salaries would be 

‘Bernard F. Haley, “Are Price Control and Rationing Necessary ?” 


Papers and Proceedings of the Sixty-second Annual Meeting of the 
American Economic Association, May, 1950, p. 200. 
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stabilized whenever ceilings on prices have been estab- 
lished. A bill without wage control would permit up- 
ward movements in wages. Wage increases, as well 
as other cost increases, will generally create pressure 
on prices and evoke a call for adjustment in ceiling 
prices. How will these adjustments be determined? 

If manufacturers are permitted to increase their 
selling prices because of cost increases, will retailers 
likewise be permitted to pass on cost increases? Or 
will retailers be required to absorb costs as under the 
OPA’s reconversion pricing program? 

The National Retail Dry Goods Association has 
stated its views on the subject: “In the event that 
price controls become necessary . . . such controls 
should extend to all levels affecting the goods so con- 
trolled, including raw materials, agricultural commodi- 
ties, wages and all other costs.” In the case of retail 
ceilings, “the Committee [on Emergency Government 
Controls] feels that prices can be most effectively con- 
trolled by freezing the individual retailers’ markup 
percent by item and by cost price range.” (See 
NRDGA Special Bulletin, No. 511, August 4, 1950, 


page 3.) 
Squeeze and Rollbacks 


If a freeze is adopted, a squeeze would normally 
develop because of the lag that usually occurs in re- 
tail price increases compared with prices further re- 
moved from the consumer. In order not to puncture 
the ceiling and still be fair to retailers, rollbacks of 
some prices may be attempted. Difficult problems will 
arise, whatever the period chosen for the rollback. In 
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this connection, the charts on pages 354 and 355 are 
illuminating. 

In the case of food products, the rise at the whole- 
sale level since 1939 has been greater than the rise in 
retail prices. Implied in this relationship, of course, 
is a squeeze on the retailer. But between one group 
of food products and another, different movements 
are evident. 

For example, the wholesale and the retail prices 
of dairy products have been moving downward during 
most of 1950, but they rose in July. Both retail 
and wholesale meat, poultry and fish prices have been 
increasing quite sharply. The prices of cereal products, 
both retail and wholesale, have been quite stable ex- 
cept for July. 

Retail prices of apparel and housefurnishings differ 
from food in that they have risen faster than whole- 
sale prices. As compared with 1939, this suggests a 
widening of the margin. 


PROBLEM OF FARM PRICES 


How will farm and food prices be dealt with? In 
the Emergency Price Control Act of 1942, ceilings 
could not be set below certain minimums. One of the 
minimums was 110% of parity, later reduced to 100% 
of parity. 

A similar condition appears in the present bill. The 
current level of prices paid and prices received is 
shown in the chart on page 358. 

Such a provision has an escalator quality to it. 
Food prices appear in both numerator and denomi- 
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Farmers Got More Than Parity in July 
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nator of the calculation of parity prices. Food prices 
are an element of prices received by farmers as well 
as prices paid by farmers. 

Furthermore, in the new calculation of parity prices 
(since the beginning of 1950) , the wages of farm labor 
are taken into consideration in determining prices paid. 
Failure to control farm wages will result in automatic 
increases in farm prices. 


Profit Adjustments 


In making adjustments, the OPA generally looked 
at profits before taxes in the base period (1936-1939) 
and compared them with wartime profits. If war- 
time profits of the industry generally compared favor- 
ably with base-period profits (making allowance for 
increased invested capital since that time), no ad- 
justment was felt to be necessary. 

Is the same standard to be used? If so, what is the 
base period? The years 1936-1939 are from eleven to 
fourteen years away. Many companies have been 
newly established since then and consequently would 
have no base-period experience. A shift in activity 
due to war demand would render incomparable the 
experience of some companies that were in existence 
in the base period. 


Quality Deterioration 


Controls sometimes appear to be effective when in 
fact they are not. Quality deterioration results in 
price increases that escape measurement in the in- 
dexes. This deterioration may take many forms, such 


as upgrading, shortweighting, less workmanship, de- 
fective workmanship, reduction in weight, change in 
style or design, use of substitute or inferior grades 
and materials, blending with less expensive grades or 
materials, reduction in the amount of materials used, 
decrease in the length of the guarantee period, com- 
bination sales at higher prices, and forced purchase of 
an unwanted commodity as a condition for sale of a 
scarce commodity. But whatever form it takes, the 
result is a de facto increase in price. 

Food and Drug Administration inspectors found 
coffee that had been mixed with roasted cereal, dried 
grass sold as tea, and imported spices that had been 
mixed with 20% to 25% cornstarch. Candy bars un- 
derwent a reduction in size. 

In other cases, cheap lines were discontinued. So 
the consumer had no choice, if he needed the commod- 
ity in question, but to buy a higher-priced one. Such 
a practice was notable in clothing, but the practice 
extended elsewhere to shoes and to the elimination of 
such services as gift wrapping, extra shopping hours, 
sales on approval, etc. 

With certain commodities, outright violation of 
price and rationing regulations led to the development 
of black markets. The most notable ones were in 
gasoline and meat. 


PRODUCTION DISTORTIONS 


“General price control,” says one writer, may in 
the course of time have an adverse effect upon produc- 
tion—particularly if the freeze technique is employed” 
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as in the last war. The longer the ceilings are main- 
tained the more obsolete the frozen prices become. 
“Base-period prices,” he points out, “form a pattern 
which is far from perfect to begin with, and, as time 
goes on, production of certain commodities is dis- 
couraged by the fact that other commodities are rela- 
tively more profitable to produce. There is a strong in- 
centive to eliminate low-margin items, to deteriorate 
quality, and produce new commodities to which no 
base-period price can be applied. Resources are waste- 
fully employed, consumers become irritated, and hon- 
est manufacturers suffer injustice.” 


SUPPRESSED INFLATION 


Price control brings about a state of suppressed in- 
flation. The success of the system can almost be 
measured by the amount of suppressed inflation that is 
engendered. In a war or advanced defense economy, 
incomes are increasing at a more rapid rate than con- 
sumer goods are being produced. Income-creating 
war expenditures result in guns, battleships and air- 
planes—goods which the consumer does not buy. 

The excess income becomes available for additional 
saving, or it may be used to bid up prices of the re- 
maining supply of consumer goods. Price control at- 
tempts to prevent manufacturers, wholesalers and re- 
tailers from raising their prices in response to this in- 
creased demand. If price control is successful in 
keeping down prices, one of the aftereffects is that 
liquid assets are accumulated by individuals and busi- 
nesses. 

The effect of such accumulations in the contempo- 
rary world is thus described by one economist: 


“If, furthermore, the cold war should be a long one and 
if inflation is suppressed through direct controls, the 
amount of liquid balances that might accumulate could 
well become very large indeed. If then war should fol- 
low, the existence of these balances would make it all 
the more difficult to prevent inflation during the more 
critical period of actual warfare. To consider, on the 
other hand, the more cheerful prospect that war might 
be avoided, these large balances in that event would pre- 
sent the same difficult problem of postemergency adjust- 
ment, only perhaps on a more serious scale, that con- 
fronted our economy at the close of World War II.” 


Which is 'worse, suppressed or open inflation? 
Neither is desirable. As a result of World War II 
experience, however, price control is looked upon as 

less desirable than it was at one time. “While open 
inflation depreciates the value of savings,” says Ar- 
thur Smithies,? “suppressed inflation depreciates in- 


1Haley, op. cit., p. 201. 
*Haley, op. cit., pp. 202-203. 


3**Fiscal Aspects of Preparedness for War,” Papers and Proceedings 
of the Sixty-first Annual Meeting of the American Economic Asso- 
ciation, May, 1949, p. 361. 
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comes by keeping the real value of past savings 
intact.” 


Who Gets the Goods? 


Explicit in the state of suppressed inflation is the 
excess of current income over current production of 
consumer goods. Price control may hold down the 
prices of the remaining supply, but it leaves unan- 
swered the question as to who will get that supply. 

In World War II, the points and coupons that were 
used were like subsidiary money. Commodities were 
in some cases allocated according to need (gasoline) 
and in other cases were distributed equally (shoes). 
Rationing makes price control more effective, but it 
creates cumbersome administrative machinery. 


HOW IT WAS DONE BEFORE 


The Advisory Commission to the then newly re- 
constituted Council of National Defense was ap- 
pointed on May 29, 1940. Leon Henderson was in 
charge of price stabilization. 

Its price operations consisted of consulting with in- 
dustries in an effort to choke off speculative excesses. 

It also made recommendations to Army and Navy 
procurement officers as to the timing of purchases 
and the character of specifications. This work was 
designed to spread the orders evenly and to match re- 
quirements with existing capacities. 

The Price Stabilization Division of the Advisory 
Commission was replaced by the Office of Price Ad- 
ministration and Civilian Supply on April 11, 1941. 
This office was directed “to take all lawful steps neces- 
sary or appropriate in order to prevent price spiraling, 
rising cost of living, profiteering and inflation.” 

Maximum price schedules had been issued even 
before OPACS was established. The first of these, 
dated February 17, 1941, covered secondhand machine 
tools and provided that no used machine tool should 
be sold for an amount in excess of a fixed percentage 
of the price of an equivalent new machine tool. 

This schedule was soon followed by others placing 
maximum prices on aluminum scrap and secondary 
aluminum ingot (3/24/41), zine scrap materials and 
secondary slab zinc (3/31/41), iron and steel scrap 
(4/2/41), and bituminous coal (4/2/41). In the 
last case, a strike that threatened to run up prices was 
the reason for the order. The order was revoked on 
May 1, 1941, when the strike was over. 

Lack of direct penalties for violations made the 
OPACS unable to enforce ceilings. Priority was its 
chief weapon, but this could not be practically applied 
to enforce price control at the retail level. And it was 
often difficult to apply it at other levels of produc- 
tion and distribution. 

Five types of control measures—one formal, the 
others informal—were developed out of OPACS ex- 
perience. The first consisted of suggestions and warn- 


360 


ings. Warnings were given to industry that if prices 
were not stabilized more drastic action would follow. 
The second type was the fair-price request, which 
made public a list of prices and requested industry to 
adhere to them. The third type was the freeze letter 
directed to members of an industry requesting them 
to hold to the prices of a certain date. The fourth 
type was voluntary agreement, whereby the members 
of an industry agreed not to raise prices or at least 
to give prior notice that they were going to raise 
prices. The fifth type was the formal method, the 
issuance of price schedules. 

By August, 1, 1941, informal price action had been 
taken on metal and metal products, paper and pulp 
and paper products, rubber products, textiles, food, 
hides and leather, fuel and lighting materials, lumber 
and building materials, chemicals and allied products, 
and housefurnishings. In addition, formal ceilings 
were issued on combed cotton yarn, nickel scrap, 
hides, kips, and calfskins, pig iron, fine cotton grey 
goods, and brass scrap. 

When Pearl Harbor was attacked on Sunday, De- 
cember, 7, 1941, many persons expected the prices of 
commodities would skyrocket on the opening of busi- 
ness on Monday, December 8, 1941. OPA (on August 
28, 1941, the President had transferred the Division 
of Civilian Supply to the Office of Production Man- 
agement) , took action to forestall such a move, mainly 
by requesting the commodity exchanges to limit price 
changes and by imposing ceilings on some com- 
modities. 


Price Control Act of 1942 

On January 30, the President signed the Emergency 
Price Control Act of 1942 giving the OPA undisputed 
statutory power to control prices and rents, and also 
providing it with the power to punish violators. In 
establishing maximum prices, the Administrator was 
directed to ascertain and consider the prices that pre- 
vailed between October 1 and October 15, 1941. Ag- 
ricultural prices were not to be controlled until they 
had reached (1) 110% of parity; or (2) market price 
on October 1, 1941; or (3) market price on Decem- 
ber 15, 1941; or (4) the average price between July 1, 
1919, and June 30, 1929. 


General Maximum Price Regulation 

On April 28, 1942, the Price Administrator issued 
the General Maximum Price Regulation, which put a 
ceiling over virtually all commodities entering into 
the cost of living. The regulation required that: (1) 
Effective May 18, 1942, retail prices could not exceed 
the highest price charged during March; (2) Effective 
May 11, 1942, manufacturers’ and wholesalers’ prices 
must not exceed the highest price charged in March; 
and (3) Effective July 1, 1942, no one could charge 
more for services than his highest price charged in 


March. 


The amendment to the Emergency Price Control 
Act on October 2, 1942, modified the provisions re- 
lating to farm prices. This allowed ceilings to be 
placed on farm products at the highest price of either 
100% of parity or the highest market price between 
January 1 and September 15, 1942. The President was 
also authorized to stabilize wages and salaries in so far 
as practicable at the level of September 15, 1942, 

By executive order of October 3, 1942, the President 
created the Office of Economic Stabilization. The 
Secretary of Agriculture and the Price Administrator 
were directed to stabilize agricultural prices, and the 
National War Labor Board was directed to stabilize 
wages. On October 5, the OPA placed poultry, butter, 
cheese, evaporated milk, eggs, wheat flour, corn meal, ~ 
onions, navy beans and oranges under control at 
wholesale and retail. The regulation raised the propor- 
tion of foods controlled at retail to 90%. 


PRESSURES ON PRICES 


With or without price control, the price structure 
will be subjected to pressures from many sides. 

Our unused labor supply is now much smaller than 
in 1941. Out of a total labor force in July, 1950 of 
65.7 million, the unemployed come to 3.2 million. In 
1941, unemployment was 5.6 million out of a total 
labor force of 57.5 million. The number in the Armed 
Forces was about the same, 1.3 million now against 
1.6 million then. There is thus less slack in the econ- 
omy today with respect to the labor supply than there 
was in 1941. In 1942, that slack was considerably 
reduced. The stepped-up draft and the need for war 
production had begun to reduce the number of un- 
employed. 


Plant Capacity 


Our industrial plant has increased since 1941. 
We are, however, operating probably nearer to ca- 
pacity now than we were then. Comprehensive sta- 
tistics are lacking here, but steel is currently operat- 
ing at about 100% of capacity compared with 96% in 
August, 1941. Also, paperboard production is now 
at 99% of capacity against 98% in the middle of 
1941. Paper is at 106%, against 101% in 1941. The 
same situation seems to hold for many other indus- 
tries about which data are not available. Any sizable 
amount of war orders now will be superimposed upon 
an economy that cannot be counted upon to increase 
production very much with existing plant and equip- 
ment without cutting back civilian production. It is 
reported that allocation controls will be placed upon 
rubber as soon as the President receives the necessary 
power.! 

Offsetting the higher rate of operations today is 
the fact that we now have an industrial plant reserve 


® 1See “United States To Slap Controls on Rubber hee: September 1,” 
Chicago Journal of Commerce, August 14, 1950, p. 
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that we did not have then. The Military Establish- 
ment Plant Reserve totals 268, while another 200 
are in the National Industrial Plant Reserve. Some of 
these, of course, are in use, but others are in stand-by 
condition and can be added to the effective plant 
capacity of the nation. 


Liquid Assets 


The volume of liquid assets in the hands of con- 
sumers is much greater today than in 1941. Personal 
holdings of currency, bank deposits, government ob- 
ligations can be estimated at about $177 billion at 
the end of the first quarter of 1950, against $54 
billion in 1941. Imposition of credit control will not 
remove the pressure of these funds on the market. 
Thus credit curbs will affect persons who ordinarily 
buy cars and household appliances and other durable 
goods on time, while imposing no curb on those who 
do not. 

In this connection, the turnover rate of bank de- 
posits has recently reached a new peak. For ninety- 
three weekly reporting cities outside New York, de- 
mand deposits turned over at the rate of twenty times 
a year, the highest June figure since 1937, except for 
June, 1941, when the rate was also twenty. A turn- 
over rate of twenty now means that $1700 billion in 
cash is changing hands, while in 1941 such a rate 
meant that only $740 billion was changing hands. 


Magnitude of War Expenditures 


War expenditures are smaller today both in absolute 
amount and in relation to the gross national product 
than in 1941. Expenditures in 1941 came to $13.8 
billion, or about 11% of the gross national product. 
In contrast, expenditures for the first six months of 
1950 come to $6 billion, or about 4.5% of the gross na- 
tional product. 


Higher Tax Rates 


Personal tax rates are higher now than they were 
in 1941 and so will make price control that much 
easier. The range of rates now is from about 14% on 
the first $2,000 of income to about 81% on incomes 
over $200,000. In 1941, the range was from 6% on 
the first $2,000 to 77% on amounts over $5 million. 
The effect of such taxation is to wipe out a good part 
of personal income before it has a chance to exert any 
pressure on prices. 

The corporate normal and surtax rates are already 
_ above what they were in 1941. Present proposals call 
for a rate of 45%, which is even above the highest war- 
time rate. In 1941, an excess-profits tax was already 
on the books. So far, no excess-profits tax is in exist- 
ence, but one has been proposed. 


Frank GASTON 
Division of Business Economics 
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| Economic Notes | 


Measuring Farm Living Standards 


“Level-of-living indexes were computed on the basis of 
data from the 1930, 1940; and 1945 censuses of agriculture, 
on four items related to level of living of farm operator 
families. The items on which the indexes are based include: 
(1) percentage of farms with electricity in the farm dwell- 
ing; (2) per¢entage of farms with telephone in farm dwell- 
ings; (3) percentage of farms with automobiles; and (4) 
average value of products sold or traded in the preceding 
year per farm reporting. .. . 


“The level-of-living index rose twenty points from 1940 
to 1945, compared with only five points during the decade 
1930-40. The accelerated rise in the level of living of farm 
operator families, from an average annual increase of 0.5 
index points in the period 1930-40 to 4.0 points in the period 
1940-45, must be attributed in part to the general pros- 
perity during World War II and a generally rising standard 
of living in the United States. 

“The most pronounced gains in level of living between 
1930 and 1945 occurred in the middle Atlantic and Pacific 
regions—both increased thirty-nine index points. The least 
gains were made in the East South Central and West North 
Central regions; they rose only fourteen and eighteen points, 
respectively.”—Source; Agriculture Information Bulletin, 
No. 11—December 1949. “Trends in Rural and Urban 
Levels of Living” p. 55. 


Some Afterthoughts on Devaluation 


“The argument itself, however, illustrates the point 
already made about the limitations of International Mone- 
tary Fund flexibility, for if IMF obligations preclude the 
only satisfactory method of finding the ‘right’ rate—pre- 
clude, that is to say, the process of adjustment by trial 
under actual market conditions—then the fixing of a new 
rate becomes largely a matter for determination in the con- 
fused conditions of an immediate emergency, and the 
appropriateness of the size of any particular adjustment to 
the long-term underlying factors becomes largely a matter 
of chance. In respect of sterling, it may be supposed that an 
equally good case could have been made, on the basis of 
statistical data, for any figure from the one actually chosen 
up to, say, $3.50 to the pound—indeed, the argument might 
have ranged even wider, since the rate of $4.03, though of 
ten years’ standing, had itself never been subjected to the 
test of open market forces; and, while the choice of too 
high a figure might have failed in its objective, the choice 
of an unnecessarily low figure might make it more difficult 
than it need be to achieve the required result. In these 
circumstances, an adjustment of exchange parities may 
prove to be less a practical recognition of existing “funda- 
mental disequilibrium’ than a new fact imposing the neces- 
sity of large consequential adjustment of internal monetary 
conditions.”—Source: “Some Comments on Devaluation,” 
Midland Bank Review, London, November, 1949. 


Survey of Business Practices 


Two to One against Credit Controls 


| Paar opposes credit control at this time by a 
vote of two to one, according to results of this 
month’s survey of business practices. Fewer than one 
in three of the 199 manufacturing concerns cooperat- 
ing in this study believes that such control would have 
a serious effect on its sales. But a much larger num- 
ber oppose such control because they believe it 1s un- 
necessary at this time and because they dislike further 
government interference in business. 

To substantiate their claim that credit control is 
not needed now, executives point out that credit is 
not out of hand, and that the ordinary safeguards 
employed by private lending institutions should be 
sufficient to cope with any immediately foreseeable 
inflation. 

Companies favoring control are largely those that 
would not be affected one way or the other, or that 
stand to gain. 

Despite price rises since the start of the Korean 
war and threats of higher material and labor costs, 
no rush to impose escalator clauses in sales contracts 
was evident up to the close of this survey on July 19. 


CREDIT CONTROLS 


To curb inflation and to channel more material and 
labor into defense efforts, the President has asked 
that consumer credit be curtailed by raising down 


payments and shortening the pay-off period. More 


than three quarters of the companies cooperating in 
this month’s survey do not foresee a serious effect on 
their business if regulation “W” is thus reimposed. 
Some report that they would be only indirectly af- 
fected. However, the manufacturers of consumers’ 
durable goods are generally of the opinion that any 
curbs on consumer credit would adversely affect their 
sales. Some soft-goods companies, on the other hand, 
believe they would be helped, since consumers would 
find it harder to mortgage their purchasing power and 
would thus tend to spend more on cash-and-carry 
items. 

Approximately two thirds of the reporting com- 
panies are opposed to consumer credit controls at this 
time. Most of these are companies that “favor getting 
rid of federal control, not adding more of it.” As one 


executive puts it: “The government would do better 


to look to other and more important items of public 
interest.” 


1The answers to this month’s survey were received during the first 
three weeks of the Korean war before the Defense Production bill 
was presented to Congress and before it was clear what controls 
would be imposed on credit. 


Then, too, some oppose credit control because of 
the adverse effect it is expected to have on their busi- 
ness. For example, an air-conditioning manufacturer 
writes: “Control of consumer credit would be a 
severe jolt to our business.” He further states: 


“Policing of instalment credit should be done by in- 
dustry, not by government edict. If sound credit de- 
cisions are made, including secondary bank credit used 
to finance the purchase of conditional sales contracts, 
then proper control will be exercised. Essentially, the 
control is in the hands of banks and lending institutions, 
and I cannot believe’ that they will abandon sound prac- 
tices. That would be the only excuse for federal control.” 


However, some companies that “oppose such control 
at this time would certainly subscribe to it in the 
event of some disagreeable developments.” 

Among the third of the cooperating companies that 
favor credit control at this time are some that would 
not be affected one way or the other, but merely 
feel that some brake on inflation is desirable. Most 


Would a Federal Damper on Commercial 
or Consumer Credit Have Serious Effect 
upon Your Business? 
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1Six other companies (one each in the automobiles and equipment, heating and 
plumbing equipment, nonferrous metals, paper and Pies products, rubber and 
pbs! express the view that control of credit would have a favorable effect on 
their business. \ 
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of those favoring control, however, feel that such 
control would directly benefit their operations. For 
example, a textile manufacturer writes: “Because of 
the tremendous expansion in credit on hard-goods 
lines, soft goods have been able to obtain very little 
of the consumer’s dollar. The average income dollar 
of the average consumer is already well accounted for 
several years in advance.” 


Effects Would Differ 


An automobile equipment company reports that 
credit controls would increase its volume “due to the 
fact that new automobiles probably would have to be 
purchased on shorter-term contracts, thus forcing 
the average individual to repair his old car and, by 
so doing, purchase replacement parts.” 

And an electrical appliance manufacturer states: 


“The only government control I have ever liked was 
regulation ‘W’, which definitely restricted instalment buy- 
ing. It has been my contention that instalment buying, if 
the commitments extended beyond a one-year period, was 
really a mortgage on future business. If consumers com- 
mit themselves for two or three years to the extent of 
their ability to pay, they are not potential buyers until 
their commitments have been taken care of.” 


In a few instances, companies expecting adverse 
effects from curtailment of credit still favor controls. 
One writes: “Credit control would have a distinct 
effect on our business. However, it should not be too 
alarming, and in the long run would probably be 
wholesome and therefore in the best interest of the 
business community.” 

Another manufacturer states: 


“A federal damper on commercial or consumer credit 
would probably cause some lessening of immediate pur- 
chases of our customers’ products, which in turn, might 
subsequently be reflected in a lower demand by our cus- 
tomers on us. However, we would very definitely favor 
some controls on consumer credit because, in the long run, 
we believe they would be helpful in preventing a serious 
depression from developing.” 


ESCALATOR CLAUSES 


Up to the close of this survey, there was no marked 
increase in the use of escalator clauses in sales con- 
tracts. Although a little more than a third of the 
‘cooperating, companies use such clauses, it is their 
normal practice. In most cases, they provide for two- 
way escalation. 

Very few companies report the recent addition of 
such clauses to their contracts. There is some anxiety, 
however. One company has escalator clauses written 
into its contracts, but is still crossing them out. “We 
have not thought it wise to eliminate them from the 
contract forms,” an executive explains, “because we 
fear they may be needed suddenly some time.” 

Similarly, an air-conditioning manufacturer states: 
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“We are watching large contracts of months’ duration, 
and probably will employ escalator clauses if delivery 
dates commence to exceed a year.” 

An automobile equipment manufacturer is provid- 
ing for reopening on long-term contracts in the event 
that significant changes in material or labor costs 
should occur. 


CREDIT AND COLLECTIONS 


One of the arguments advanced for credit control 
at this time has been that private credit extension 
has reached risky levels. But the accounts receivable 
of most reporting companies are in an excellent con- 
dition. There has been no noticeable change in their 
turnover lately, and collections are holding up very 
well according to nearly all manufacturers. 

Only one out of twenty-five companies has revised 
its credit terms recently and, in most instances, the 
changes were of a minor nature. And only a handful 
of the companies intend to revise their present credit 
policies. 


JAMES B. May 
G. CiarK THOMPSON 
Division of Business Practices 


Business Book Shelf 


Steeltown—A case study of what happens to labor, industry 
and the public in the community from which a large cor- 
poration moves its plan which has been the principal source 
of employment in the area. Of particular interest are the 
attempts of the United States Steel Corporation to soften 
the blow and of the United Steelworkers of America to pre- 
vent removal of the plant. Charles R. Walker, Harper & 
Brothers, New York, 1950, price, $4.50. 


Labor and Management in a Common Enterprise—An 
account of the Labor-Management Joint Production Com- 
mittee, which was established during the war, to increase 
war production. The author was formerly Chief of the Com- 
mittee Standards Branch of the War Production Board, 
which was in charge of establishing these committees. She is 
enthusiastic about the possibility of such committees, which 
sheregardsasa bulwark of democracy. The book contains very 
little critical evaluation of the work of these committees. 
Dorothea de Schweinitz, Harvard University Press, Cambridge, 
Massachusetts, 1949, price, $3.00. 


American Labor Unions—This book contains an abridge- 
ment of journalistic articles dealing with different aspects 
of the labor movement. Most of the articles represent 
labor’s point of view, although on some controversial ques- 
tions, such as the Taft-Hartley Act and pensions, indus- 
try’s point of view also is recorded. The book will be of 
most use to those who have little knowledge of labor and 
who wish to get a quick view, if an incomplete one. Herbert 
L. Marz, Jr., The H. W. Wilson Company, New York, 1950, 
price, $1.75. 


364 


Wartime Economy 
and Prices 


ITH United States troops fighting in Korea, our 

economy is again being subjected to the stress 
and strain of some degree of mobilization. As military 
needs take an increasing proportion of our industrial 
output and manpower is siphoned off by the armed 
services, price control and its twin, rationing, are be- 
ing advocated. Price movements of cost of living 
items from the outbreak of the last war in Europe to 
the eve of the Korean war are indicated in the chart to 
the right. 

From September 1939, to November, 1941 (the 
month before our entry into the last war) , consumers’ 
prices increased 10.2%. The major portion of this in- 
crease occurred in the latter part of 1941. During 
most of that period, the United States was rearming 
itself and at the same time contributing heavily to 
the arms programs of its future allies. 

Prices continued to advance until the middle of 
1943 when the effects of price stabilization began to 
be felt. From the time we entered the war until OPA 
lapsed on June 30, 1946, prices advanced almost 17%. 
During the period of stabilization (September, 1942, 
through June, 1946) prices advanced 9.8%, with al- 
most half of this increase occurring during the first 
year. 

Tight price controls lapsed in June, 1946, only 
to be restored a month later on a limited and greatly 


modified basis by the Price Control Extension Act 
of 1946. 

In the period of limited price controls (June, 1946, 
to June 1947), a 16.3% rise started the postwar 
boom on its way. The peak was reached in August- 
September, 1948—with the price level about 65% 
above the start of World War II. This was 49.7% 
higher than when we entered the war, and it was 
28.2% above the level at the time that rigid OPA 
controls were abolished. 


Where Prices Stood on Important Dates 


166.5 AUG,& SEPT., "48 
164.2 JULY, 1950 <€s7. 


4 4J\62.) JUNE, 1950 
7 


7 [29.9 JUNE, 1946 


at i ones 118.3 SEPT., 1942 
=- 


ae MLZ DEC, 1941 


Index Numbers: January, 1939=100 
Source: Tur ConFERENCE Boarp 


Consumers’ Price Index for Ten United States Cities, and Purchasing Value of the Dollar 
Index Numbers, January, 1939=100 


Weighted : Clothing Purchasing 
Date Average of| Food Housing! Sundries | Value of 
All Items Total Women’s the Dollar 

LO40e Julyttees. Socee  kss 160.4 205.0a} 111.4 142.4 9 132.6 a 156.5 62.3 
AU PUSt eerste. Shere ss 160.5 205 .3 111.4 141.5 a) 131.3 94.1 156.9 62.3 
September.......... 161.0 206.5 111.4 142.0 aL 132.7 94.1 157.2 62.1 
Oetober nen ain. ok 159.3 200.36) 111.6 142.0 2 132.6 94.1 158.1 62.8 
November.......... 159.5 201.0 111.6 141.9 al 182.5 94.1 158.1 62.7 
December..........- 158.4 197.8 111.6 141.6 8 182.2 al 158.0 63.1 
Annual average......} 160.5 204.0 111.5 144.8 3 135.1 93.7 156.5 62.3 

1950: January... 2se-6ee: 158.4 197.6c} 112.3 141.4 8 131.7 94.1 157.7 63.1 
Hebriary25.o4-ee 137 157.8 196.0 112.3 140.9 4 131.2 94.1 157.7 63.4 
Maseh.: tyscaraerencce 158.4 OTe 112.3 140.7 wal 131.1 94.2 157.8 63.1 
Aprile oe ste retecice 158.6 197.7d| 112.6 140.6 ak 131.0 94.2 158.2 63.1 

Mays sore dae 159.8 201.4 112.7 140.7 P 130.9 94.1 158.3 62.6 

JUNC eee 160.9 204.3 112.7 141.2 130.7 94.1 158 .4 62.2 

July x. sees Ree 163.0 210.1lel 113.2 141.4 ‘ 130.8 94.1 158.5 61.3 

Percentage Changes 
June, 1950 to July, Soe +1.3 +2.8 +0.4 +0.1 | +0.2 +0.1 +0.5 0 | 0 | +0.3 +0.1 -1.4 
July,#1949 to July, 1950....| +1.6 +2.5 +1.6 0.7 0 -1.4 +2.1 =O.1 —0.6 +0.1 +1.3 -1.6 
1Rents surveyed quarterly in individual cities. bBased on food prices for October 18, 1949. eBased on food prices for July 13, 1950. 
2Includes electricity an cBased on food prices for Jan. 16, 1950. rRevised. 


gas. 
aBased on food prices for July 14, 1949. 


dBased on food prices for April 13, 1950. 
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After September, 1948, prices began to recede, and 
by February, 1950, were 4.4% below the peak. Since 
then, they have been on the upgrade, and now stand 
only 2.6% below the all-time high of 1948. 


ADVANCE CONTINUES 


THE CONFERENCE Boarp’s consumers’ price index 
for ten large United States cities indicates a 1.3% in- 
crease for the month ended July 15. This is the fifth 
consecutive increase in consumers’ prices, bringing the 
index for ten cities up to 163.0 (January, 1939=100). 
Living costs are now only 1.9% lower than in August, 
1948, the all-time high. Every major budget com- 
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ponent showed increases over the month. The 2.8% 
rise in food from June 15 to July 13 headed the list as 
housewives stocked up in anticipation of possible 
scarcity and higher prices. 

Fuel posted a 0.5% gain. Housefurnishings were 
higher by 0.3%, while clothing and sundries gained 
0.1% each. 

The purchasing value of the January, 1939, dollar 
was down to 61.3 cents. This is .9 cent lower than a 
month earlier and 1 cent below July, 1949. 


Nancy R. Auster 
Statistical Division 


Factory Earnings at New Peaks 


All Manufacturing Industries 


Durable Goods Nondurable Goods 


I 
Date Average Average Average 1939 nen ioG Average Average Avera; Average Average Avera; 

Hourly Weekly Weekly Hourly Weekly Weekly Hourly Weekly Weekly 

Earnings Earnings Hours Earnings Earnings Hours Earnings Earnings Hours 

NOSOSMAY erie craic ovens $1.401 38 .6 $1.467 $1.323 $50.41 38.1 
MUNCH SS ees 38.8 1.475 1.324 50.97 $8.5 

Uy sae tate Ss 38.8 1.477 1.332 51.55 88.7 
August... 5.000: 39.1 1.473 1.319 §1.31 38.9 
September........ 39.6 1.482 1.328 52.59 39.6 
October.......... 39.7 1.458 1.325 52.47 39.6 
November........ 839.1 1.457 1.325 52.07 39.3 
December........ 39.8 1.476 1.334 52.69 39.5 

1950 January.......... 39.7 1.485 1.343 52.91 39.4 
February......... 39.7 1.483 1.350 53 .06 39.3 
March..... 39.7 r 1.486 1.353 53.04 $9.2 
Aprils... 39.7 Tr 1.498 1.3567 52.217 38.5 

Er eee ae 40.0 1.509 1.359 52.87 38.9 
JUNE DHS actine ct se AOS GEE Wretbans cote fl tenet 1.525 1.364 53 .'74 39.4 


pPreliminary estimate. 


HOURLY EARNINGS of production work- 
ers rose throughout the first six months of 1950, 
hitting a new peak level each month. The 
latest—and highest—point in the series 
($1.454) was recorded this June. It reflected 
a gain of about a cent since May and a nickel 
since June, 1949. In the same half-year period, 
weekly earnings of manufacturing workers fol- 
lowed a comparable course of monthly in- 
creases to new peak levels. 

The work week remained unchanged during 
the first four months of 1950, but started to 
lengthen in May. According to the most re- 
cent survey conducted by the Bureau of Labor 
Statistics, it averaged 40.5 hours in June—the 
highest since the beginning of 1948.—E. M. C. 
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Source: Bureau of Labor Statistics 


Average Factory Work Week 


ALL 
MANUFACTURING 


1/ 
J 
NONDURABLE 


1948 1949 1950 
Source: Bureau of Labor Statistics 


Economic Research in Industry 


LL companies, whether they realize it or not, carry 

on some economic research. Their executives, as 

they read their morning newspapers, Washington news 

letters, business magazines, and trade journals, are 

absorbing economic data of a rudimentary nature. 

Also, in conversations with suppliers, customers, and 

business associates, they gain information of help in 
gauging trends affecting company operations. 

Not many years ago, nearly all companies con- 
sidered such casual appraisals of economic trends suf- 
ficient for charting the course of their operations. But 
our economy has grown rapidly and become much 
more complex. Today, economic services are flourish- 
ing, supplying for the most part generalized informa- 
tion on economic events, but furnishing in some cases 
tailor-made data and individual company counsel. For 
their part, trade journals and trade associations gen- 
erally employ economists to study developments likely 
to affect the industries they serve. 

Most of the country’s thousand largest indus- 
trial companies cooperating in this Conference Board 
study consider these outside sources sufficient for 
their purposes. About one in four companies, how- 
ever, assigns someone specifically to the task of fol- 
lowing economic developments. In about one in 
ten companies, this job is handled by company execu- 
tives as a part-time function. The executive most 
often responsible is the treasurer or controller. A few 
of the reporting companies that have marketing re- 


Table 1: Economic Research in the Thousand 


Largest Industrial Corporations 


Source: Tur ConrerENce Boarp 
F % 
__| No. with 
Industry T No. Companies Racin Sonpancs 

ppp herr cted to Have 

Depart- 

ments 
Chemicalsy 0431. dh tain caress 14.4 
Electrical machinery........ 9.4 
Rood 32405.) UO ee ee 11.1 
Instruments, controls........ 10.0 
Machinery (except electrical) . 5.1 
Metal products............. 12.38 
Paper fois depot teeieean 6.1 
Petroleum (including coal). si Q7.5 
Primary metals............. 6.1 
Raubberwnc santas apie 17.6 
Stone, clay, glass........... 5.6 
PR GXUUCS 05 50 Mason sedieaic eto 2.3 
Transportation equipment... 252 
Other hyd ods ae hed 
Dota eiith sa ovash aes stave yee Se 7.6 
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search departments have found it advantageous to 
give the task of economic probing to that group. 

One in ten companies, however, regards the job of 
keeping in touch with economic events of such im- 
portance that it employs a full-time economist and 
backs him with a technical staff. In one case, this 
staff numbers nearly one hundred persons. Large 
staffs, however, tend to be an exception. Most of the 
companies have seven or fewer. 

This report is confined to an analysis of the work 
of such economists and their place in a company or- 
ganization. 


THE TREND 


The country’s thousand largest industrial concerns 
were invited to participate in this study. Nearly 
seven hundred (694) took part. Of these, seventy- 
six have full-time economists on their staffs. A sample 
telephone check of the three hundred companies not 
cooperating indicated that slightly fewer than one in 
ten of the entire thousand companies employs an 
economist. The distribution of these departments 
among major industries is shown in Table 1. 

There has been a recent increase in the establish- 


Table 2: 


Date of Establishment of Economic 
Research Departments 
Source: Tum ConrerEnce Boarp 


Sales Volume 


(Millions of Dollars)} Com- 


panies 


200 to 500...... 
100 to 200...... 
50 to 100....... 


Table 3: Organizational Status of Economists 


Source: Tue Conrrrence Boarp 
Immediate Superior No. Companies 

President. tidls acca bes sm oaee eens elastic ee etree 23 
As Vice-president) cas cicices ores tae eet» atereeia tenis Ab ote 10 
SLTEASULER Meigen wees Gictinie snes aleatetencaleteete kre e 7 
Controller. what e ween cece cee cceerereeuaeeseeesens 6 
Boardiot Directorsis: 5 ..cicve se'dieie sire anes see aoe 8 
Corporate Secretary............-scessvcscecercvee 2 
Sales Pixectitivet di icds merece ebsmishats fee setefee a tere tants 2 
Executive Committee... 2... sc sosn ee cee cece ork 1 
Financial ‘Committee si aace ce be decks bo nttantn oetieh 1 
Purchasing Executives, sau cic setae eis sales testers syalatate 1 

MP ORL IG eciiverc cieseoa Gere AE US In ora ce ee nate Ota 56 


'Particular function not stated. 
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ment of new economic departments in industry, ac- 
cording to the findings of this study. Of the forty-two 
companies that gave the dates when their economic 
departments were established, sixteen reported that 
they began this work subsequent to January, 1945. 
During the war, only six companies engaged full-time 
economists for the first time; and in the preceding ten 
years, only seven. 


PLACE IN ORGANIZATION 


The economist reports to the president in nearly 
half of the fifty-six companies reporting on this point. 
In a fourth of the companies, he reports to the treas- 
urer or controller. In three instances, he reports di- 
rectly to the board of directors (see Table 3). 

Many executives express the view that the econo- 
mist must be placed high in the company organization 
if his work is to be of maximum effectiveness. To ap- 
praise the significance of economic events to the com- 


Table 4: Policy Role of Economists 
Source: Tae Conrerencre Boarp 


Status of Economist No. Companies % of Total 


Member of policy groups............. 30 50.0 
Adviser to policy groups............. 13 ae 
Nonmember of policy groups......... 17 28.3 
INGEN bles SANS 58 cae RC ie eran 60 100.0 
Table 5: Forecasting Functions of Economic 


Departments 
Source: Tur ConrERENCE Boarp 


Forecasting Function 


No. Companies 


% of Total 


National prospects for: 


Business activity..................0. 92 
National income................... 73 
Commodity prices................. 71 
Interestirates se sicie esis sic yeas: 49 
Company prospects for: 
plesivoluimes. ci sm sears sw ara a slave's 65 
PriciniOt POOUS iar. caisin ects save sof ces 45 
Sales by TegiOns 5.) Sic. oss 2 oe aicikss «1. 43 
MEUIrCWASIn erraiie tee siete tities tietel lems wise 41 
IDEGUL amore cere Riaeictoiste ote aialsisiebic 2 oheus 39 
Grerating COStS i). chic) ofa fi nelers <ufial sue $1 
Over-all budget.c.cdcc snes deenes 25 
New-product possibilities: 
Protitablendss!. adsense nea as as 41 
Salesipocentials.s brass scsi s)o40's oa) + 39 
LY Pes OF MATKEtS yeys sco a2 cates sitios & 37 


Table 6: | Advisory Functions of Economic 
Departments 
Source: Tur ConrerENceE Boarp 


Recommendations on 


% of Total 


No. Companies 


DIZELOL IN VEDEOLY. o's sats cis ale sists, soe 4 chess 28 72 
Mela ninexpANSION st ..05 3 sca sihucse sists QT 69 
Pricing of products................46- 26 67 
Effect of legislation....../.........6: 22 56 
rnaneial’ policy sere sea «sn areein sieve iets o¥s 22 56 
Acabor problems’. yecsc clase eels es a 02 6 17 44 
Birect Of taxedveus test cc sees mee 16 41 
Type of investments................: 14 36 
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pany correctly, he must be thoroughly familiar with 
company operations and plans. If his advice is to be of 
value, it must, in the opinion of these executives, be 
given directly to those who are responsible for mak- 
ing policy decisions. 

The economist often participates in policy formula- 
tion. In thirty of the sixty reporting companies, he 
is a member of one or more policy-making groups 
(see Table 4). In thirteen other companies, the 
economist is invited to attend policy meetings in an 
advisory capacity. In several of these latter com- 
panies, he attends board meetings. Fewer than one 
third of the companies report that the economist is 
not a member of any policy group. 


Table 7: Recent Special Studies Made by 
Economists 
Source: Tut Conrerence Boarp 


Subject No. Companies 


Raw material supplyvqscmoscssces kee nae oie 17 
Briefs for government hearings..................... 16 
Sales: potembials. ay cciauiae vere ee eereid citer siareie each hee 
Studies for labor-negotiation use................-0-+ 
Plant expansion and retraction plans................ 
Bricesty Mianceey ait va: dene peeks Vela e ie ate ce area nlarsbanei suey 
MOreisiAUraGe hiys oe sales: Soares valerteneot ate cla aie er stots 
Production) costs: cssee ciao sees ate Mayniacie sak 
Protitieoalse i tances weirs ian sk inet, wee ation 
Capital requirements 2 gies. cess ciate coneaateets 
Industryroutlookip jeer de ances eter emaesres e aie 
Effects of basing-point decision................+2+% 
Material for public relations use.................00- 
Pensions plang vane seetecs creat waa ates s aeotete eoionesreleietssier4 
Amintialiwa pe iim see Wet salerail stele a qinarndes cise otarel staves 
Effects: o1 legislation cases sels sictase eacibysie a ciate 
Plantilocation ces ete site ractecie tty aarti 


Costiofdiving Varn te seen cae easier eae tecra sieeve aise 
Money; marketsn jt tesuirss eee tn ete cise Ateeisee esissels 
Datai forsuselimlitigationsssae thr cei eerste ae 
Distributionstudies's scone sericea rine hee eeo ele 
Decentralization ty ates oes ahs tera wechektene 
Advisability of capital expenditures................. 
Advertising effectiveness............000cceeeeeeees 
HectiOl Faxes seu umnieliat tale mes Tin) to, Wye nie eet 


Goldistandard 730 om.)om None cone ae en nies he Poe a 
Dividend. policy sxsmnciy & - ose tow iain erc ace = aes 
Break-evenicharts'4:,.5 twaieis vis ainlearp sions oveieiats lotetacs, telat 
Compensation plansiy. . tem. rq oasieianc ceils staeie setae 
Patentsrightst retire cota tres exe aiel seta oreo nisiauer ore etiehs 
Man-hour ‘output siya uceecias «clots raigetsnie eee ore 
Markets for new products 2:4 j54ie< as csitstaaak tts 
Employment stabilization................000e eee ee 
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Table 8: Origin of Economic Research Studies 
Source: Tur Conrrrence Boarp 


Person or Persons Initiating Studies No. Companies 


All officers and research group................+--5+ 25 
President and research group..............+e0ee00: 11 
Dalesiexecutive sta: 4d cue a ds cotinine mobic meee teide 6 
Research: group aloness'is5 3 scs.waieie ae Ae ae nave re ste 5 
Boardsoridirectors sic ayes bis «ceeitarnls eirstetne tee halson are Z 
All division and department heads.................. 3 
Presidentialoneten's. Un tess cca. tea de cterats sin ois oe Q 
PLTEASUTET etc eu sce shcba tl <b lotetnialel Manvel ata eharsrew ens 1 


ELOER US ASR RIRA release boy Seerok ste, cabo apis i la Meal A epee 56 
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To meet the varied problems that beset com- 
panies, the work of many economists goes beyond the 
limits of studying current economic conditions and 
forecasting the business outlook. Some economists 
have turned their research talents to investigating 
labor problems, production costs, pensions and a wide 
variety of other problems important to their com- 
panies. One large electrical equipment company de- 
scribes its economist as “a private research service for 
the headquarters management and the various operat- 
ing departments.” 


SCOPE OF RESEARCH 


Most economic departments collect, maintain and 
analyze basic data on the company, its competitors, 
the industry, and the national business situation. 
Some economic departments, however, do not keep 
records on company operations as they feel this would 
duplicate work already being done by the accounting 
or financial departments. 


Forecasts 


The business outlook is the most common type of 
forecasting activity required of forty-nine economic 
departments reporting on this phase of their work. 


The outlook for national income and that for com- 
modity prices are the next most frequent forecasts 
made by these departments. Of the internal forecasts, 
the most common is that for sales volume. 

In some companies, the economist is not expected 
to make forecasts but merely to provide reliable data 
upon which management can make decisions. 
“Rather,” the president of one company stated in this 
regard, “his function is to provide information which 
will improve the forecasting and attendant planning 
of the management group.” A detailed survey of eight 
economic departments showed that while all collect 
data on company sales and production, only three 
made sales or production forecasts. 

All economists are consulted on a host of problems. 
Thirty-nine economists supplied detailed data show- 
ing the subjects on which they are usually asked to 
make recommendations. Advice on the size of inven- 
tory to carry is the most frequent type sought. Ad- 
vice on financial policy and on effects of legislation 
rank next. (See Table 6.) 


Special Projects 


Some economists consider the investigation of spe- 
cial economic problems their most important responsi- 
bility and their greatest contribution to the company. 


CASE STUDY A 


The economic department of an electrical equip- 
ment manufacturing company is concerned primarily 
with general business research and actuarial studies. 
Other forms of related statistical research are handled 
by the staffs of the purchasing, personnel and sales 


divisions. A two-year forecast of business activity is. 


prepared quarterly. It is circulated among the prin- 
cipal executives of the company and is used by the 
purchasing and sales divisions in preparing their own 
forecasts. 


In cooperation with the purchasing and manufac- 
turing divisions, the economic department prepares an 
estimate of the company’s “standard costs” of raw 
materials for several years ahead. A similar study is 
made to find out the “normal” cost of substitute raw 
materials that the engineering department considers 
more efficient and economical than the materials cur- 
rently being used. 


It likewise makes continuing studies of plant de- 
preciation. In cooperation with the company’s engin- 
eers, it follows changes in the cost of plant and equip- 
ment, and calculates the possible effect on corporate 
finances. 


The company’s pension trust fund is another sub- 
ject for continuous research by the department. The 
studies and estimates include probable future pension 
payments and future pay rolls of active employees. 
To do this, estimates are made of future salary 
scales, continuance rates (the length of time an em- 


ployee will stay with the company), retirement sched- 
ules, etc. Data are gathered on sex, age, length of 
service and earnings of employees. An estimate is 
made of the outlook for the pension plan, and the 
interest to be expected over the next fifteen to twenty 
years. The economic department reviews the securi- 
ties purchased by the trustee. The department’s find- 
ing are passed on to the board of directors. 


The department also makes studies of a “force ad- 
justment” reserve fund that was set up to take care 


of such expenses as allowances to employees who must 
be laid off. 


During the past year, the department made special 
studies of employee benefit plans, prices of new 
security issues, interest rates, the financial position of 
insurance companies, and problems related to foreign 
subsidiaries. These studies, however, required only a 
moderate portion of the department over-all time. 


Company reports for government agencies, such as 
the Bureau of the Census and the Bureau of Labor 
Statistics, are prepared in, or under the general super- 
vision of, the economic research department. This 
department, in turn, interprets various government 
statistics for the benefit of top management and pre- 
pares reports on meetings of outside research groups 
dealing with economic and statistical subjects. 

It serves as an economic information center for 
executives and as a consultant for the company on 
the proper use of technical statistical methods. 


THE CONFERENCE BOARD 


369 


CASE STUDY B 


In a chemical company, the economist is responsible 
for continuous analysis of the company’s economic 
position, for advising management concerning pros- 
pective business conditions, sales, prices and other 
economic matters, and for making special studies or 
investigations as requested by the president or the 
treasurer. He is responsible for advising management 
concerning the economic, social and governmental 
aspects of corporate policies and for reporting major 
events and changes in these areas that might sub- 
stantially affect the company’s operation. 


The economist’s duties are set forth as follows: 


1. To survey economic events and estimate the 
probable effect on sales, prices, costs, and profits of 
the corporation. 


2. To collect, analyze, and present appropriate 
external statistical and reference data, coordinating it 
with internal data so as to aid in the formulation of 
policies. 

3. To watch the behavior of the economy, estimate 
prospective business conditions, and report on the 
effect of such conditions on the company’s activities. 


4. To advise concerning the comparative economic 
performance of divisions and the corporation as a 
whole. 


5. To ascertain the economic characteristics of 
the demand for the company’s products, sensitivity of 
demand to price changes and changes in national 
income, etc., to help shape corporate price policy, and 
cooperate with the sales departments in market re- 
search. 


6. To study the economic characteristics of the 


sources of supply for goods and services purchased by 
the corporation, and advise on buying policies. 


7. To watch general financial conditions and ad- 
vise on interest rates, efficient handling of idle funds, 
and credit policies. 


8. To advise concerning capital needs and the 
timing of plant expansion; also as to the economic and 
financial soundness of proposed major capital expen- 
ditures. 


9. To advise on the outlook for the coming year 
in connection with the preparation of the annual 
budget. 

10. To be generally responsible for the economic 
research carried on by the corporation. 


11. To cooperate wth all departments and divisions 
concerning their economic problems, making appro- 
priate special studies and investigations as may be 
required. 

12. To establish and maintain friendly relations 
with other economists and private and governmental 
research economic societies, and to report their views 
as they apply to the corporation’s business.” 


In addition to performing these duties, the economic 
department, in the short time since its formation, has 
undertaken several special studies: 


1. A study of the company’s plan of organization, 
with recommendations for improvement. 


2. Analysis of company union contracts. 


3. Recommendations on certain aspects of public 
relations. 


4. Recommendations on foreign trade policy. 
5. Estimates of cyclical reserve requirements. 


6. Recommendations on long-range capital expen- 
ditures. 


These problems often take a substantial portion of 
their time and require a great deal of resourcefulness 
to solve. 

Fifty-seven economic departments listed the spe- 
cial projects handled by them in the past year. These 
are shown in Table 7. The problem most common to 
these departments was raw material supply. Prepara- 
tion of briefs for government hearings was second in 
frequency of occurrence. 


OPERATING METHODS 


Research projects can be initiated at the request of 
any one of the company’s officers in almost half the 
fifty-six companies reporting on this point. In eleven 
companies, the president is the only one outside the 
research group itself who can initiate special projects. 
In five companies, the economist alone determines 
what research studies should be made. (See Table 8.) 

In almost all cases, however, the economist is re- 
sponsible for scheduling studies in the order of their 
importance. 


BUSINESS RECORD 


About half of the sixty-nine economists present 
their economic reports in written form only. The re- 
mainder, with three exceptions, do so both in writ- 
ing and orally. In three companies, only oral reports 
are made. 

Several economists favor the oral presentation. They 
feel that they can discuss more fully the significance 
of the subject under consideration and answer di- 
rectly questions that arise. Oral reports also have the 
advantage of not being out of date. Too often, writ- 
ten reports are picked up and acted upon long after 
the data were compiled, with the danger that condi- 
tions might have greatly altered in the interim. 


Written Reports 


Where written reports alone are made, they are 
generally brief, highlighting only the important facts. 
Supporting details are made available only if desired. 
Some economists use identical formats for their regu- 
lar reports so that operating executives can more 
readily grasp changes in trends. 
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CASE STUDY C : 


The economic department in a petroleum company 
is divided into the general economics division, the 
petroleum economics division, and the coordination 
division. 

Forecasts of the general business outlook are pre- 
pared by the general economics division, which is 
divided into two sections—domestic economics and 
foreign economics. The domestic section is made up 
of two groups, an economic model group and a sta- 
tistical indicator group. The economic model group 
makes up estimates of industrial production, national 
income, wholesale prices, etc. The statistical indicator 
group is concerned with forecasting the peaks or turn: 
ing points in the business cycle. These groups turn 
out quarterly forecasts of the domestic economic out- 
look, and once a year a five-year outlook. 


The foreign section is divided into three groups: 
European, British Commonwealth, and Latin Ameri- 
can. Each year, these three groups prepare reports 
on the economic outlook in more than twenty foreign 
countries. The reports cover foreign exchange 
problems, economic prospects and other matters of 
interest to the company. 

In addition to its regular research activities, the 
general economics division often handles nonrecurring 
studies. All special economic studies, however, are not 
handled solely by this division. Sometimes they are a 
joint effort of the general economics division and sev- 
eral other departments. In studying foreign exchange 
problems, for example, the experience and facilities of 
the foreign exchange division of the treasurer’s de 
partment have proved very useful. 


The conclusions reached by the general economics 
division are the raw materials for research by the 
petroleum economics division on the industry’s posi- 
tion at home and abroad. The petroleum economics 
division (made up in good part by statisticians) is 
divided into four sections: (1) domestic industry 
statistics; (2) company and industry statistics; (3) 
foreign industry statistics; and (4) industry analysis 
section. 

With the aid of the data it collects and the research 
conclusions of the general economics division, the 
petroleum economics division is able to make esti- 
mates of the availability and demand for petroleum 
and petroleum products on a world-wide scale. These 
forecasts are broken down into estimates for each 
major market. 

The industry-wide forecasts made by the petroleum 
economics division serve as a basis for the research 
and forecasting activities of the coordination division, 
which is concerned with the company’s prospects, both 
domestic and foreign. 

The coordination division is divided into an anal- 
ysis section and a program section. The former studies 
comparative costs in supplying petroleum to different 
markets and makes analyses of the comparative costs 
of moving oil by tankers, pipe lines and other means. 


The program section makes studies of the quantity 
of petroleum and petroleum products that will 
be required throughout the world. With the aid of 
data from refiners and producers as to the amounts 
to be delivered, the program section prepares estimates 
of what the company’s operating program will be. 


One executive stated his preference along these 


lines: 

“The reports of the economist should go only to top 
management, should be issued at fairly regular inter- 
vals and should follow approximately the same format. 
They should be factual in nature, should be graphic- 
ally illustrated and should be written in as clear con- 
cise business English as the information will allow. 
Finally, they should deal directly with the company’s 
problems, avoid economic theorizing, and present 
definite recommendations for management consider- 
ation.” 


Use of Reports 


In more than half of sixty companies, reports are 
freely distributed among all interested executives. In 
twenty-two other companies, they are distributed 
only to the corporate officers. In one company, the 
president alone receives the economist’s reports. 

The practice of giving widespread distribution to 
reports is looked upon favorably by the majority of 
executives and economists. They feel that the reports 
serve to keep operating executives aware of economic 


factors affecting their own and other phases of com- 
pany operations. 

Eighteen economists make regular weekly reports 
and seventeen issue regular monthly reports. Twenty- 
two economic departments follow no fixed schedule, 
but turn in reports upon the completion of work or 
upon request. 

The regularly scheduled economic reports of a large 
automobile company “are in the form of a four-page 
printed bulletin which summarizes prices, wages, 
money and credit, the securities markets and antici- 
pated expenditures of consumers and industry. Each 
month one section of the letter is devoted to a dis- 
cussion of the outlook for business as a whole and its 
consequent effects on the company in particular. This 
portion of the letter contains a summary of the views 
expressed by the research director and other execu- 
tives at a meeting held each month for the purpose of 
probing the future.” 


OUTSIDE RESEARCH SERVICES 


Most companies having economists or economic 
research departments handle all the research them- 
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selves and, with rare exception, do not call upon the 
services of outside research agencies. One in five 
economists finds the help of outside agencies of value 
in handling run-of-the-mill research. More econo- 
mists, however, call in the services of outside agencies 
for projects of special nature. 

“Economy,” “specialized field of work,” and “out- 
side viewpoint” are some of the reasons companies 
advance for using the services of outside consultants. 
With special projects, which are generally of a non- 
recurring nature, companies sometimes find it more 
economical to use the services of a fully staffed or- 
ganization than to set up a special staff. One com- 
pany states in this regard: “The advantages of using 
outside agencies consist primarily in the anonymity 
of the research firm and its ability to handle a greater 
work load than we feel we should undertake on a per- 
manent basis.” 


Consultants 


Some companies, in addition to their own economist, 
engage the services of outside consultants on a re- 
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tainer basis. These consultants generally make 
monthly reports to management on the business out- 
look and such factors as may affect the company’s 
business. The company economist often sits in on 
these meetings to question the consultant on points of 
particular interest. 

Only twelve of fifty-nine companies reported call- 
ing on universities for aid in economic research. Even 
among these companies, it was done at infrequent 
intervals. 

Expenditures for outside assistance were under 
$5,000 in approximately three fifths of the twenty- 
nine companies reporting these costs. Four com- 
panies spent between $5,000 and $10,000, and five 
others between $10,000 and $25,000. Two were in 
excess of the $25,000 mark, the highest amounting to 
$375,000. 


Sources of Funds 

More than half of thirty-eight economic depart- 
ments using outside assistance obtain the required 
fees through special appropriations. Only twelve 


CASE STUDY D 


The function of the economic research division of 
another chemical company is to analyze business con- 
ditions in order to anticipate the effect of external 
forces on company sales, prices, profits, working capi- 
tal and operating costs. 


For the most part, the division handles economic 
problems of a continuous or repetitive nature. On 
about the tenth of each month, the following fore- 
casts are prepared for the subsequent month: 


1. Total company sales in dollars. 
2. Profits of each department and the total for 
the whole company. ' 


8. Sales quantities of all major products. 
4. Production quantities of all major products. 


5. Raw-material and finished-product quantities 
of important materials in inventory at the end of 
the month. 


Each operating department makes its own estimates 
for the month. The economic research division then 
checks and coordinates these estimates in the light 
of general business conditions and commodity price 
movements and issues the reports. The economic 
division is made responsible for the accuracy of these 
reports. 

Once each quarter, a one-year forecast of company 
sales and profits by quarters is made by the economic 
research division in cooperation with the operating 
departments. At the same time, the division makes 
its own forecast of the company’s holdings of cash, 
inventories, receivables and working capital at the 


end of the calendar year and at the end of the ensuing 
twelve months. 


The division combines the forecasts of the operating 
departments for the ensuing twelve months and pre- 
sents independent forecasts of its own. These fore- 
casts are made on the basis of three assumptions: 


1. The most favorable business and price situa- 
tion that can be visualized. 

2. The most unfavorable business and price situa- 
tion that can be visualized. 


3. The expected business and price situation. 


The presentation of a range of probable results 
when the outlook is uncertain permits tentative plan- 
ning for any reasonable eventuality. 

Another important regular function of the division 
consists of forecasting future price movements and the 
balance between supply and demand of the most 
important raw materials consumed by the company. 
Since very little published information is available 
on some of the materials, special surveys and field 
trips must be made to obtain this information. The 
division also maintains current over-all indexes of 
raw material prices, of the volume of sales and or- 
ders received and of raw-material and finished-product 
inventories. 


Approximately 30% of the division’s time and 
effort is devoted to nonrecurring studies of immediate 
concern to management. Projects have included 
studies of interest rates, banking, pensions, output 
per man-hour, indirect expense, plant capacity and 
reasons for sudden changes in profits. 
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Table 9: 


Salaries of Economists and Economic 
Department Budgets 
(42 Companies ) 


Source: 
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‘ alncludes $1,600 in company contribution to retirement fund and profit-sharing 
onus. 
bEstimated cost of department. 
cSalary for head of statistical analysis department. 
dEconomic analyst also has other administrative duties and has one assistant. 
eExcluding outside services purchased. 
fExcluding outside services but including commercial research department. 
n.r.Not reported. 


companies make provision for these expenses in the 
economic department’s budget. 

In three companies, these costs are charged to 
general administration; in two others they are charged 
up to the particular operating division that is bene- 
fited. 

In some companies where expenses are ordinarily 
charged to the economic department, exceptions are 
made when charges are very high. Under such cir- 
cumstances, costs are apportioned among the oper- 
ating divisions benefiting from the investigation. 


SALARIES AND BUDGETS 


The annual salaries paid to the head of the eco- 


nomic department, in forty-one companies, ranges 
from $5,000 to $36,000. The median salary of $12,000 


was paid to six of the forty-one economists covered. 

There is only a slight correlation between company 
size and the compensation paid to the economist. For 
instance, in six companies having annual sales of be- 
tween $20 million and $30 million, salaries ranged 
from $7,500 to $18,000. 

The department’s budget varies as widely between 
companies as the economists’ salaries. 
budget, in twenty-three reporting companies, averages 
$38,000, budgets range from $10,000 to $375,000 
annually. 


OUTSIDE ACTIVITIES 


The economists in all but nine of sixty-seven com- 
panies devote some portion of their time to outside 
discussions, meetings, or other economic activities. 
The majority of these, however, devote only a small 
proportion of their time. But the economists in three 
companies reported that up to 50% of their time is 
spent in this way. In seventeen other companies, the 
economists devote 15% to 25% of their time to out- 
side discussions and meetings. 

Tuomas A. FItTzGERALD - 
Division of Business Practices 
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European Steel Trends in the Setting of the World 
Market—A comprehensive analysis of comparative prices, 
prospective home and export markets and development 
plans of Europe’s steel industry. The study is critical of 
Europe’s steel policy, and forecasts that 1953 demand will 
fall 8 million metric tons short of 1953 production. By the 
Steel Division, Economic Commission for Europe, United 
Nations, Department of Economic A ffairs, Geneva, 1949. Price, 
$1.50. 


International Capital Movements During the Interwar 
Period—Traces the magnitude and direction of the flow 
of international capital, 1919-1938. Includes statistics by 


While the 


countries and by classification according to stage of eco- © 


nomic development. By. Department of Economic Affairs, 
United Nations, October, 1949, Lake Success. Price, 50 cents. 


National and International Measures for Full Employ- 
ment—A report by five economists (one British, one 
French, one Australian and two American), now being 
studied by member governments. The analysis and recom- 
mendations therein may be the subject of extended UN 
discussions in the future. Report by a group of experts 
appointed by the Secretary-General, United Nations, Depart- 
ment of Economic Affairs, Lake Success, New 
December, 1949. Price, '75 cents. 
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York, — 


Economics and the Public Welfare—A financial and 


economic history of the United States from 1914 to 1946 
by an economist who was associated with the Chase 
National Bank for a greater part of the time. By B. M. 
Anderson, D. Van Nostrand Company, New York, 1949. 


THE CONFERENCE BOARD 


STUDIES IN BUSINESS POLICY 


Published by 


THE CONFERENCE BOARD 
247 Park Avenue, New York 17, N. Y. 


3—Rebuilding Industry’s Sales Organization 
7—Company Policies on Donations 
9—Tax Relief under Section 722 
- 11—Creating Good Will for the ‘‘Hidden Product’? 
. 12—Organization for Market Research:— 
Part I. Industry Experience 
14—Industry-sponsored Research at Universities 
- 16—Compensation and Duties of Corporate Directors 
. 17—Price Protection in Contracts 
. 18—Organization Standards and Practices 
. 19—Organization for Market Research :— 
Part II. Operating Methods and Company Plans 
. 20—Industry’s Community Relations — 
. 21—The Small Order—Asset or Liability? 
. 22—Industrial Standardization:—Company Organiza- 
tion, Practices and Procedures 
. 23—Organization for Exporting 
24—Keeping Corporate Directors Informed 
. 25—Forecasting Sales 
. 26—Industry’s Terms and Conditions of Sale 
. 27—Replacement Costs and Depreciation Policy 
. 28—Sales Organization and Compensation of Sales 
Executives 
. 29—Organization for Importing 
. 30—Decentralization in Industry 
. 3l—Measuring Sales Performance 
. 32—Executive Compensation in Thirty-nine Industries 
. 33—Purchasing for Industry 
. 34—Industry Cooperation with Education 
. 35—Industrial Mobilization Planning 
. 36—Quality Control—Methods and Company Plans 
37—Cutting Costs in Industry:— . 
I. Factory Costs 
. 38—Cutting Costs in Industry :— 
II. Administrative and Home Office Costs 
. 39—Corporate Legal Departments 
. 40—New Product Development :— 
I. Selection—Coordination—Financing 
. 41—Cutting Costs in Industry :— 
III. Distribution Costs 
. 42—Dealer Margins 
. 43—Stockholder Relations 
. 44Renegotiation in Peace and War 
. 45—Industrial Traffic Departments 
. 46—Mobilizing for Atomic War 
. 47—Handling Higher Replacement Costs 


Prepared by 
THE CONFERENCE BOARD 


DIVISION OF BUSINESS ECONOMICS 
Martin R. Garinssruau, Director 
FREDERICK W. Joneses, Assistant Director 


SANForRD §. Parker, Business Economist 
Hersert R. Norturup, Labor Economist 


Miriam Civic Mary Lov Minus 

GERTRUDE DeEuTSCH BernarpD Moss 

FRANK GASTON Rost NamicH 

ALAN GREENSPAN CEcILE PoLLAcK 

SHIRLEY §. HorrMan HaAnnaAaH ROSENBLUM 

Lawrence A. MAYER JOSEPH §. ZEISEL 
and the 


DIVISION OF BUSINESS PRACTICES 
G. Cuark THompson, Director 
Joun H. Watson, III, Assistant Director 


R. Maxtt BALLINGER Exuiott F. Hiceins 
JAMES A. FINLEY JAMES B. May 
Grace HAMANN Matcotm C. N&ruHorr 


FOUNDED 1916 


Published for the special information of Associates of the 
NATIONAL INDUSTRIAL CONFERENCE Boarp, Ine. 
247 Park Avenue, New York 17, N. Y. 


The Research and Educational Center of American Industry 


PRINTED IN U.S. A. 


" “ », 
pe ee 


oy ye 5 se 
ee ee 


